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FOREWORD 


The  H.  Carl  Rowland  Memorial  Library,  located  in  the 
offices  of  The  Duke  Endowment,  was  established  October  22, 
1970,  in  memory  of  H.  Carl  Rowland,  who  for  many  years 
was  associated  with  The  Duke  Endowment  as  Director  of 
the  Planning  and  Design  Service.  The  Library  operates 
as  a  tax-exempt  public  foundation  and  was  created  by 
means  of  contributions  from  his  many  friends  concerned 
about  health  facility  planning  in  North  Carolina  and 
South  Carolina. 

Although  the  H.  Carl  Rowland  Memorial  Library  was  estab- 
lished primarily  for  the  use  of  persons  interested  in 
and  involved  in  the  planning  and  design  of  health  care 
facilities  in  North  Carolina  and  South  Carolina,  the 
use  of  the  Library  is  open  to  all.  Publications  may  be 
secured  for  a  three-week  period  by  writing,  telephone, 
or  visiting  the  Library.  Upon  request,  the  lending  period 
for  each  publication  borrowed  may  be  extended  by  one 
week.  Borrowers  are  responsible  for  the  expense  of  return- 
ing materials,  and  it  is  suggested  that  the  Library  be 
visited  when  feasible. 
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'ROLE    OF    THE    COMMUNITY    HOSPITAL 
IN    A    COMPETITIVE    ENVIRONMENT" 

Thomas  R.   Matherlee 

Chairman 

American  Hospital  Association 
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Dr.  Walls,  members  of  the  H.  Carl  Rowland  Memorial  Library  Board  of 
Trustees,  staff  of  The  Duke  Endowment,  distinguished  guests,  ladies 
and  gentlemen: 

In  gathering  for  this   11th  Annual   Rowland  Library  Health  Planning 
Seminar,  we  honor  the  memory  of  a  man  who  had  great  impact  on  the 
majority  of  hospitals  in  the  two  Carolinas,   a  man  who  was  planning 
before  the  word  became  a  government  mandate,   a  man  with  keen  insight 
into  the  needs  of  the  health  care  field,   a  man  with  a  keen   sense  of 
humor,  a  man  who  left  something  good  in  the  lives  of  those  he  touched, 
a  man  some  of  us  older  persons  in  this  room  were  privileged  to  call 
friend.    I   consider  it  a  personal    honor  to  have  been  invited  to  speak 
at  this   seminar  which  carries  my  friend's  name.    It  is  with  much  fond- 
ness that   I   recall   the  straight  forward  nature  of  the  advice  Carl 
gave  me  in  planning  two  facilities  and  the  humor  with  which  he  let 
me  know  I   was  overdoing  some  things.    I   am  the  better  for  having  had 
the  opportunity  of  knowing  and  working  with  him. 

It  is  appropriate  that  this  seminar  is  being  held  during  National 
Hospital    Week  which  has  a  theme  of   "Caring."  Appropriate  because  Carl 
Rowland  cared  and  The  Duke  Endowment  cares  about  the  people  we  all 
serve. 

The  environment  we  face  today  in  the  health  care  services  industry 
has  changed  remarkably  in  the  eleven  years  of  this  seminar  series. 
Perhaps  the  change  in  the  past  year  has  been  the  most  dramatic  and 
remarkable.   At  no  other  time  in  my  working  career  has  the  driving 
philosophy  of  the  health  care  financing  system  changed  as  quickly 
and  drastically  as  it  has  with  the  advent  of  the  prospective  payment 
system  this  year.    It  has  heightened  our  awareness  of  the  word   "com- 
petition"  and  it  makes  the  subject  of  my  presentation  today--"The 
Role  of  the  Community  Hospital    in  a  Competitive  Environment"--both 
timely  and,   hopefully,   of  benefit  to  those  who  must  meet  the  chal- 
lenges of  our  changing   industry. 

Competition  is  a  loaded  word.   Loaded  with  ambiguity--loaded  with 
uncertainty  —  loaded  with  risk.   To  many  people,   competition  implies 
a  race  to  the  finish,   with  a  clear  winner  and  an  equally  clear  loser. 

There  are  many  different  definitions  of  competition,  many  different 
views  about  how  it  will    affect  the  health  care  industry,   many  differ- 
ent opinions  about  whether  it's  good  or  bad,   many  different  tactics 


for  survival  in  a  competitive  environment.  There  are  two  things  most 
people  can  agree  on-- 

The  first  is  that  competition  in  today's  health  care  industry 
means  increased  pressure  on  fewer  resources. 

The  second  is  that  a  significant  amount  of  competition  is 
here--now--and  it  requires  a  whole  new  mindset  about  the 
business  side  of  health  care. 

I'd  like  to  examine  with  you  some  of  the  pressures  that  have  thrown 
us  into  an  environment  of  competition,  the  types  of  competition  we 
can  expect  to  see,  and  what  our  responses  can  and  should  be. 

Health  care  competition  is  evolving  in  the  midst  of  a  very  complex 
environment--an  environment  which  finds  hospitals  facing  challenges 
from  many  different  quarters.  And  many  of  these  challenges  are  rooted 
in  a  growing  discontent  with  the  amount  of  dollars  spent  on  health 
care. 

On  a  very  basic  level,  health  care  is  in  competition  with  all  other 
segments  of  society  as  the  dollar  resources  of  the  nation  are  divided 
up.  Priorities  are  set  in  this  country,  in  government  circles,  through 
budget  allocation,  and  health  care  programs  must  compete  with  defense 
programs,  education  programs,  agriculture  programs,  and  more  as  those 
priorities  and  those  dollars  are  assigned. 

Currently,  the  health  care  industry  consumes  10.5  percent  of  the 
nation's  gross  national  product.  With  the  continual  unfolding  of  new 
technology,  medical  discoveries,  and  innovative  techniques,  we  could 
probably  spend  even  more  of  the  gross  national  product.  But  a  number 
of  other  players  are  not  going  to  let  us  do  that. 

These  other  players  include  the  federal  government,  the  business  com- 
munity, individual  consumers,  and  a  host  of  other  watchdogs  who  have 
decided  that  our  piece  of  the  pie  is  "too  much."  After  decades  of 
being  encouraged  to  provide  as  much  health  care  as  we  knew  how  to 
provide,  to  expand  access  to  everyone  we  could  reach,  to  set  our 
sights  on  "bigger,  better,  more,"  the  message  we  now  hear  loud  and 
clear  i  s  "too  much. " 

The  loudest  and  most  visible  critic  of  health  care  costs  is  the 
federal  government.  As  the  largest  transferor  of  dollars  for  health 
care  services,  the  federal  government  is  determined  to  put  a  brake 
on  the  rate  of  increase  in  health  care  expenditures.  And  it  is  deter- 
mined to  do  so  through  whatever  means  necessary.  As  a  result  of  this 
drive,  hospitals  are  facing  one  of  their  biggest  challenges  ever. 
The  introduction  of  Medicare  prospective  pricing  will  inject  some 
traditional  business  incentives  into  the  health  care  delivery  system. 
It  will  test  our  managerial  skills  and  our  business  savvy.  And  it 
will  contribute  significantly  to  a  competitive  marketplace. 


As  the  government  attempts  to  restrain  Medicare  spending,  third  party 
payers  are  gearing  up  to  make  sure  that  hospitals  do  not  shift  Medi- 
care costs  to  the  private  pay  patient.  Insurance  companies  are 
negotiating  for  discounts  with  hospitals,  and  setting  up  preferred 
provider  organizations.  They  are  looking  for  additional  savings  by 
encouraging--and  in  some  cases  mandating--preadmi ssion  testing  and 
second  opinions.  Some  offer  premium  reductions  for  health  conscious 
behavior  on  the  part  of  consumers. 

Ironically,  many  of  the  same  businesses  that  complain  about  the  $4.8 
billion  in  revenues  that  we  shift  to  persons  who  are  able  to  pay  (to 
cover  our  bad  debts,  charity,  and  shortfalls  in  government  payment 
programs),  are  alleged  to  benefit  to  the  tune  of  approximately  $70 
billion  per  year  in  "cost  shifts"  from  investment  tax  credits,  loan 
subsidies,  accelerated  depreciation,  tax  preferences  for  employee 
health  benefits  and  other  fringes,  and  payments  for  not  raising  farm 
products,  etc.  It  is  even  more  ironic  that  the  insurance  industry, 
which  is  based  on  sharing  risks  and  shifting  costs,  is  leading  the 
chant.  They  would  do  well  to  lobby  for  the  government  bodies  to  pay 
the  full  cost  for  programs  the  government  mandates  instead  of  lobbying 
for  "all -payers"  systems  which  are  highly  regulatory  in  nature  and 
which,  instead  of  solving  the  "cost  shifting"  will  stifle  the  benefits 
of  a  competitive  marketplace. 

Like  the  federal  government  and  third  party  payers,  the  business  com- 
munity is  also  examining  new  options  with  respect  to  the  way  health 
care  is  delivered  and  paid  for.  Business  leaders  are  growing  increas- 
ingly concerned  with  the  amount  of  money  spent  on  employee  health. 
As  the  second  largest  purchaser  of  health—behind  the  federal  govern- 
ment—business is  realizing  that  it  has  much  at  stake  in  the  way 
employees  use  the  health  care  system  and  it  is  looking  for  ways  to 
influence  that  behavior.  Employees  are  being  asked  to  assume  larger 
deductibles  and  increased  copayments  in  an  attempt  to  encourage  more 
cost  conscious  use  of  health  services.  The  business  community  is 
looking  with  interest  at  HMOs  and  PPOs.  The  result  of  these  steps 
is  that  business,  too,  is  stirring  up  the  marketplace. 

Individual  consumers  will  also  influence  the  marketplace  as  the 
actions  of  government,  business,  and  third  party  payers  encourage 
them  to  become  more  sophisticated  users  and  shoppers  of  health  care. 
Recently,  a  study  by  the  Rand  Corporation,  a  California  think  tank, 
showed  that  people  who  pay  high  deductibles  used  about  half  as  many 
health  services  as  those  receiving  first-dollar  coverage.  As  consumers 
are  asked  to  be  more  involved  financially  in  the  health  care  services 
they  use,  they  can  be  expected  to  become  wiser  and  more  scrutinizing 
customers. 

Another  aspect  of  consumer  consciousness  is  also  contributing  to  a 
crowded  health  care  marketplace.  A  focus  on  health  can  be  found  in 
countless  magazine  articles,  books,  classes,  fitness  centers,  sports 
facilities  and  shopping  mall  promotions,  advising  consumers  to  eat 
better,  stop  smoking,  reduce  stress,  and  exercise.  Whole  new  markets 
are  springing  up  in  response  to  the  nation's  fascination  with  fitness, 
disease  prevention,  and  health  promotion. 


The  competitive  marketplace  is  also  being  fueled  by  an  increase  in 
the  number  of  physicians.  As  physicians  compete  with  each  other  for 
patients,  some  are  also  branching  out  into  new  ventures  that  put  them 
into  direct  competition  with  hospitals. 

We  have  always  had  competition  between  hospitals  and  physicians  in 
the  provision  of  some  services.  But  miniaturization  of  diagnostic 
equipment  and  the  lower  prices  for  this  smaller  equipment  has  gener- 
ated greater  interest  in  doing  things  in  physicians'  offices. 

Many  physicians  have  caught  the  entrepreneurial  spirit  and  are  estab- 
lishing surgicenters,  diagnostic  facilities,  and  free-standing 
clinics.  They  are  also  much  more  receptive  to  alternative  methods 
of  health  care  delivery  and  are  exploring  new  options  with  preferred 
provider  organizations  and  HMO's.  Physicians  are  alert  to  the  changing 
scene  and  are  eager  to  carve  out  their  own  niche. 

Physicians  are  not  the  only  ones  interested  in  capturing  some  of  the 
more  profitable  pieces  of  what  has  traditionally  been  hospital  busi- 
ness. Entrepreneurs  have  sprung  up  everywhere  and  we  are  seeing  a 
proliferation  of  emergi centers,  primary  care  centers,  homes  health 
care  businesses,  occupational  health  services,  sports  medicine  pro- 
grams, and  a  wide  range  of  other  ambulatory  services  and  facilities. 
I  passed  a  van  on  the  highway  between  Rutherfordton  and  Marion  three 
or  four  weeks  ago,  and  it  had  a  sign  on  it--"The  Medicine  Man."  When 
I  saw  the  character  driving  it,  I  believe  he  just  arrived  from  some 
Pacific  island,  based  on  his  looks.  I'll  bet  it  wasn't  legitimate 
herbs  he  was  carrying.  These  entrepreneurs  are  siphoning  off  the  most 
profitable  parts  of  our  business. 

The  competitive  marketplace  we  now  find  ourselves  in  is  the  result 
of  all  these  players—government,  third  party  payers,  business,  con- 
sumers, physicians,  and  various  entrepreneurs—taking  a  second  look 
at  the  health  care  system.  Motivated  by  a  variety  of  things,  but 
focused  primarily  on  cost,  it's  as  though  suddenly  everyone  woke  up 
at  once  and  said,  "Let's  rearrange  the  way  we  provide  and  use  health 
care. " 

For  many  of  us,  the  effect  of  all  this  is  a  bit  frightening.  One  of 
the  more  serious  ways  in  which  these  pressures  are  being  manifested 
is  low  census  in  many  of  our  institutions,  particularly  in  our  part 
of  the  country.  Some  experts  suggest  that  the  trend  may  reverse  itself 
and  that  it's  too  soon  to  tell  what  the  long  term  effects  of  these 
varied  pressures  may  be.  Those  studying  the  causes  of  declining  census 
attribute  it  to  a  number  of  factors: 

The  medicare  prospective  pricing  system  is  apparently  having 
an  effect  on  reducing  length  of  stay. 

Alternative  methods  of  health  care  delivery  are  catching  on. 

The  effects  of  the  recession  and  unemployment  are  still  upon 
us  with  the  consequent  loss  of  health  care  benefits. 


In  some  areas,  bad  winter  weather  is  also  named  as  a  contribut- 
ing factor. 

Whatever  the  reasons,  the  fact  is  that  the  patients  who  traditionally 
filled  our  hospital  beds  are  not  there  in  the  same  numbers.  And  we 
need  to  examine  ways  to  maintain  revenues  in  order  to  stay  viable 
as  health  care  providers. 

At  the  same  time  we  confront  a  competitive  marketplace  and  begin  to 
look  for  ways  to  maintain  our  viability,  we  are  faced  with  competition 
of  another  sort—competition  for  capital.  Dollars  needed  to  diversity 
our  operations,  as  well  as  to  replace  and  renovate  existing  facil- 
ities, will  be  very  difficult  to  come  by.  For  a  number  of  reasons, 
access  to  capital  will  be  one  of  our  most  difficult  challenges  as 
we  seek  to  survive  in  a  competitive  environment. 

.  The  uncertainties  of  the  new  Medicare  payment  system  are  mak- 
ing hospitals  appear  to  be  more  vulnerable  in  the  eyes  of 
lenders  who  may  seek  safer  investments. 

.  Hospitals'  access  to  capital  through  the  tax-exempt  bond  market 
is  uncertain  as  Congress  repeatedly  threatens  to  shut  off  this 
source. 

The  size  of  the  federal  budget  deficit  means  that  public  borrow- 
ing will  strain  the  supply  of  lendable  dollars. 

Prospective  pricing  presents  a  major  challenge  to  our  ability 
to  realize  an  operating  margin  in  our  institutions  sufficient 
to  generate  our  own  funds  for  capital  purposes. 

Now  for  the  good  news.  I've  told  you  some  of  the  ways  in  which  compe- 
tition is  working  to  break  our  backs.  Now  I'd  like  to  share  some 
thoughts  about  how  we  can  and  must  respond.  The  outlook  is  not  all 
gloom  and  doom.  The  world  that  is  changing  so  rapidly  and  so  dramati- 
cally is  also  full  of  new  opportunities.  The  environment  that  is 
threatening  is  also  stimulating.  It  is  an  exciting  time  to  be  in  the 
health  care  business.  But  it  is  indeed  a  time  that  will  challenge 
us  in  new  ways,  force  us  to  break  out  of  old,  comfortable  niches, 
and  require  us  to  be  the  brightest  and  the  best  of  those  who  seek 
to  provide  health  care  services. 

We  hava  a  number  of  things  going  for  us: 

.  The  first  is  that  the  basic  business  that  we  are  in  is  never 
going  to  go  away.  Unlike  some  smoke  stack  industries,  whose  prod- 
ucts have  become  obsolete,  nothing  can  totally  replace  some  of 
the  things  we're  in  business  to  provide. 

.  Secondly,  we  know  a  lot  about  health  care.  We  should  not  be 
frightened  by  the  new  kids  on  the  block  who  are  trying  to  show 
us  up.  But  we  should  be  responsive  to  the  challenges  they  raise-- 
we  can  learn  some  things  from  them  too. 


.  And,  we  have  longstanding  traditions  that,  in  the  long  run,  will 
serve  us  well.  Because  of  the  way  most  of  us  are  governed,  com- 
munities and  hospitals  are  linked  in  a  very  special  way.  We  must 
guard  that  unique  relationship  and  build  upon  it  as  we  respond 
to  the  demands  of  a  competitive  health  care  environment. 

While  some  traditions  are  worth  clinging  to,  others  should  be  set 
aside.  One  of  the  single  most  important  things  required  of  us  in  a 
competitive  environment  is  a  willingness  to  venture  into  new  areas, 
to  do  things  differently,  to  seek  new  solutions.  The  times  demand 
examination  of  the  way  we  have  always  defined  ourselves.  Health  care 
is  undergoing  radical  change  right  now  and  we  too  will  be  required 
to  change  radically.  Historically,  those  who  do  not  alter  themselves 
to  adjust  to  a  changing  environment  became  extinct.  It  is  a  1  aw  of 
nature,  but  not  one  over  which  we  are  totally  helpless.  We  can  take 
action  to  make  our  futures  more  secure. 

So  how  do  we  respond  to  a  competitive  environment?  How  do  we  determine 
what  things  to  let  go  and  what  things  to  fight  for?  How  do  we  redefine 
our  role  in  the  community? 

After  taking  that  first  step  of  faith--the  acknowledgment  that  it 
is  possible  to  alter  our  destiny--we  must  start  with  self-examination. 
We  must  study  our  own  operations  thoroughly  to  determine  where  we 
are  strong  and  where  we  are  vulnerable.  In  a  marketplace  fueled  by 
concern  for  cost,  we  need  to  begin  with  a  scrutiny  of  the  cost  of 
everything  we  do.  We  must  take  cost  accounting  lessons  from  the  manu- 
facturing world  so  that  we  can  identify  the  cost  of  each  component 
of  the  services  we  deliver. 

A  lot  of  us  have  not  had  detailed  information  of  this  nature  nor  have 
we  had  reason  to  use  it.  With  Medicare  prospective  pricing  it  will 
be  absolutely  essential  that  we  be  able  to  identify  the  cost  of  every- 
thing we  do  and  that  we  find  ways  to  alter  those  costs  that  are  out 
of  line.  This  kind  of  cost  awareness  will  demand  that  we  rethink  those 
things  that  have  become  routine.  That  we  ask  questions  about  every 
procedure  at  every  level.  Is  it  appropriate?  Is  it  necessary?  Can 
it  be  done  a  different  way? 

When  we  have  done  everything  we  can  to  control  costs  within  our  exist- 
ing operations,  we  must  continue  the  self-examination  into  the  very 
nature  of  the  services  we  provide  to  our  particular  community.  Alter- 
ing ourselves  to  adjust  to  a  competitive  marketplace  may  involve  much 
more  than  trimming  costs  by  altering  schedules  and  procedures.  It 
may  well  mean  altering  our  identities.  It  may  mean  giving  up  some 
services  or  developing  more  appropriate  ones.  It  may  mean  entering 
new  markets--or  creating  them.  It  means  we  must  analyze  how  we  can 
most  appropriately  utilize  unused  acute  care  bed  space.  Above  all 
it  means  asking  the  question--"Is  this  hospital  doing  the  right  things 
to  survive  in  this  marketplace?" 

And  that  means  doing  a  careful  assessment  of  the  marketplace.  Deter- 
mine what  services  are  really  needed  in  your  community,  which  ones 


are  oversuppl ied  and  what  needs  may  be  going  unmet.  Look  at  the  things 
that  motivate  people  to  use  your  institution's  service.  Is  it  con- 
venience? Is  it  reputation?  Is  it  medical  staff?  Is  it  simply  aware- 
ness? 

Several  years  ago,  the  theme  of  National  Hospital  Week  was  "Get  to 
Know  Us  Before  You  Need  Us,"  in  which  hospitals  encouraged  their  com- 
munities to  become  more  aware  of  their  institution's  services.  The 
slogan  points  up  the  fact  that  most  people  really  don't  know  very 
much  about  their  hospital  until  they  have  a  specific  need.  They  may 
not  know  that  your  institution  has  the  best  equipped  and  best  staffed 
cardiac  unit  in  the  region.  They  may  have  no  idea  of  the  range  of 
services  available  on  an  outpatient  basis.  And  they're  much  more 
likely  to  look  to  the  YMCA  for  a  stop-smoking  clinic  than  to  the  local 
hospital  . 

Most  of  us  are  neophytes  in  the  areas  of  marketing,  advertising  and 
promotion,  because  traditionally  our  business  just  came  in  without 
much  effort.  But  the  world  is  different  now.  Inpatient  care  is  not 
the  only  alternative  in  many  cases  and  our  competitors  are  actively 
telling  the  public  about  the  options  they  offer.  We  must  do  the  same. 

The  other  side  of  knowing  the  marketplace  is  knowing  your  competition. 
If  another  provider  can  more  effectively  provide  a  service  you  now 
provide,  it  may  be  that  you  are  doing  something  wrong.  Or  maybe  you 
should  give  up  that  service  and  find  the  area  where  your  resources 
can  be  concentrated  to  make  you  the  most  effective  provider.  Don't 
compete  in  areas  that  are  oversaturated.  If  everybody  competes  for 
the  same  business  in  this  environment,  somebody's  going  to  be  cut 
out.  And  some  needs  will  go  unmet. 

This  is  a  time  for  negotiation,  for  cooperation,  for  sharing  as  well 
as  competing.  It  is  a  time  to  look  at  new  arrangements.  The  best  way 
to  survive  the  threat  of  physicians  taking  away  some  of  your  business 
is  to  sit  down  with  them  to  talk  about  joint  ventures.  You  may  have 
something  that  somebody  else  needs--like  computer  capabilities  that 
may  represent  a  new  revenue  source. 

If  we  are  to  be  able  to  continue  to  provide  services,  we  must  assure 
that  we  have  an  adequate  supply  of  capital.  To  do  this  we  must  have 
an  operating  margin  that  reflects  our  capital  needs,  enabling  hospi- 
tals to  repay  current  debt  and  meet  future  demonstrated  requirements. 
A  sound  balance  sheet  is  a  must  because  it  impacts  on  a  hospital's 
ability  to  debt  finance  and  the  rate  of  interest  they  will  pay.  Hos- 
pitals as  an  industry  must  maintain  access  to  tax-exempt  financing. 
New  approaches  to  capital  formation  and  access  must  be  explored  so 
that  we  are  not  so  dependent,  however,  on  tax-exempt  financing.  Joint 
ventures,  linkages  with  financial  institutions,  equity  financing  by 
not-for-prof its,  and  multi -organization  linkages  and  pooling  are  some 
of  the  areas  that  must  be  explored.  The  factors  surrounding  the 
capital  issue  are,  indeed,  complex  and  not  subject  to  simplistic 
solutions  and  business  as  usual  proposals. 


Sorting  out  the  options  will  be  one  of  the  most  difficult  tasks  we 
face.  The  era  of  limited  resources  is  not  one  of  limited  opportun- 
ities. Deciding  what  to  give  up,  what  to  hold  fast  to,  and  what  to 
share  will  require  precise  strategic  planning  that  focuses  not  just 
on  the  market  as  it  is  today,  but  on  what  it  may  be  down  the  road. 
You  must  aggressively  determine  your  role  in  the  new  marketplace  and 
position  yourself  there. 

Acute  care  is  still  our  most  important  role--our  unique  role.  Strate- 
gic planning  should  focus  on  determining  those  things  that  will  keep 
the  acute  care  hospital  a  viable  institution.  The  adjustments  we  must 
now  make,  the  new  ventures  we  pursue,  the  marketing  we  launch  are 
intended  to  support  acute  inpatient  care--that  part  of  health  care 
that  only  we  can  do. 

There  is  another  part  of  health  care  that  only  we  will  do.  And  that 
is  to  continue  to  provide  health  care  for  those  patients  who  cannot 
pay.  No  one  will  compete  for  their  business.  But  we  cannot  neglect 
their  needs.  That  part  of  our  caring  tradition  must  not  fall  by  the 
wayside  as  we  seek  to  survive  in  the  competitive  marketplace.  We  must 
simply  include  it  as  part  of  the  mix  that  our  more  profitable  ventures 
must  balance. 

There  are  other  basics  to  be  remembered.  Among  them,  a  central  focus 
on  the  patient.  Thomas  J.  Peters,  co-author  of  the  best  seller,  In 
Search  of  Excellence,  talks  a  great  deal  about  the  competitive  edge 
that  comes  to  those  businesses,  those  companies,  those  institutions 
that  never  forget  who  their  customer  is.  He  gives  example  after  exam- 
ple of  companies  who  survive  and  thrive  in  the  face  of  sharp  competi- 
tion because  they  keep  that  focus  foremost. 

Many  times,  people  take  their  business  elsewhere  for  seemingly 
insignificant  reasons  —  something  is  slightly  late,  something  is 
slightly  dirty,  someone  is  slightly  curt.  They  remember  people  who 
smile,  people  who  help,  people  who  ease  the  way. 

These  are  things  that  are  critical  to  us  now.  We  must  find  ways  to 
foster  attitudes  of  excellence  in  every  person  in  our  institutions. 
Tom  Watson,  Jr.  writes  about  such  things  in  his  book  about  IBM, 
A  Business  and  Its  Beliefs. 

"These  are  not  small  things.  The  relationship  between  the  man  and 
the  customer,  their  mutual  trust,  the  importance  of  reputation,  the 
idea  of  putting  the  customer  f irst--always--al 1  these  things,  if 
carried  out  with  real  conviction  by  a  company,  can  make  a  good  deal 
of  difference  in  its  destiny." 

Our  destinies  may  seem  uncertain.  We  are  faced  with  challenges  we 
cannot  ignore.  The  pressures  of  government,  third  party  payers,  the 
business  community,  consumers,  physicians  and  a  wide  range  of  entre- 
preneurs are  forcing  us  to  reexamine  our  world.  The  test  will  require 
us  to  look  intently  at  ourselves,  and  our  communities,  to  change  those 
things  that  we  have  not  done  very  well  in  the  past,  and  to  never  let 
go  of  those  things  that  we  do  better  than  anybody  else. 
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WHAT  IS  MARKET-BASED  PLANNING? 

Market-based  planning  is  the  third  generation  of  hospital  approaches 
to  planning.  First  came  institutional  planning,  with  its  focus  on 
certificates  of  need  and  capital  assets,  and  then  came  corporate 
planning  with  its  focus  on  portfolio  analysis  and  program  develop- 
ment. Market-based  planning,  while  not  neglecting  capital  asset  and 
program  development  issues,  focuses  on  market  analysis,  customer 
satisfaction  and  increasing  market  share. 

In  a  market-based  planning  system,  the  whole  management  team  from 
CEO  to  Head  Nurse  is  involved  continuously  and  systematically  in 
improving  its  understanding  of  the  hospital's  various  customer  seg- 
ments and,  in  the  light  of  that  knowledge,  continuously  upgrading 
services  for  improved  customer  satisfaction. 

Instead  of  making  the  experts  the  touchstone  of  strategic  decisions, 
market-based  planning  makes  the  customer  the  touchstone.  It  takes 
the  basic  insights  and  tools  of  marketing  as  they  have  been  developed 
by  other  industries  and  makes  them  central  to  the  management  of  a 
hospital : 

that  customers  aren't  all  alike,  and  various  customer  segments 
need  to  be  handled  in  distinctive  ways 

that  marketing  research  can  unlock  secrets  of  customer  behavior, 
desire  and  unmet  demand 

that  knowledge  of  the  customers'  needs  and  wants  is  the  key  to 
effective  service  design 

that  any  product  or  service  is  actually  a  bundle  of  benefits 
that  either  matches  or  misses  what  customers  are  seeking 

that  the  marketing  mix  of  product,  place,  price  and  promotion 
can  be  managed  in  such  a  way  as  to  effortlessly  (apparently) 
match  what  customers  are  looking  for  and  practically  make  selling 
unnecessary. 

Market-based  planning  is  an  attempt  to  emulate  in  a  hospital  setting 
what  is  meant  when  the  business  press  says  IBM  or  Matsushita  or 
American  Express  are  powerful  marketing  organizations.  Those  organi- 
zations don't  tinker  with  marketing.  They  make  it  central  to  the 
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way  they  are  managed.  Their  culture,  systems  and  style  are  all 
marketing  oriented,  market  driven.  A  company  like  Texas  Instruments, 
on  the  other  hand,  is  now  struggling  to  survive  and  is  attempting 
to  find  marketing  talent  to  help  it  make  the  transition  from  a 
product-driven,  expert  oriented  firm  to  a  market  oriented  one. 

Why  shouldn't  a  hospital,  whose  "raison  d'etre"  is  service,  have 
a  management  style  that  more  closely  matches  its  mission?  If  a 
hospital's  output  is  serving  people,  why  shouldn't  the  source  of 
its  input,  the  way  it  comes  to  make  decisions  and  allocate  resources, 
be  the  people  it  serves?  In  comparison  to  a  consumer  products  or 
financial  service  firm,  it  is  more  appropriate,  not  less,  for  a 
hospital,  given  its  service  tradition,  to  be  customer  driven. 

It  makes  sense  therefore  for  a  hospital  as  it  begins  to  implement 
a  formal  marketing  program,  not  to  "tinker"  with  marketing  a  la  Texas 
Instruments,  but  to  strive  from  the  beginning  a  la  IBM,  to  become 
a  powerful  marketing  organization.  It  makes  sense  for  a  hospital 
not  to  "do"  marketing  but  to  become  marketing  driven,  hence  a  market- 
based  planning  system. 


DESCRIBE  HOW  IT  WORKS 

A  year's  PERT  chart  would  best  illustrate  it.  A  description  of  the 
main  points  of  a  year's  cycle  might  convey  it  most  simply:  From 
January  to  March  every  year  the  Planning,  Marketing,  Finance  and 
Human  Resource  Departments  complete  both  an  updated  environmental 
assessment  and  targeted  market-research  studies.  In  April,  senior 
management  begins  working  out  the  hospital's  objectives  for  the 
following  year.  In  June,  senior  management  presents  a  draft  of  the 
coming  year's  hospital  objectives  and  each  Vice  President's  objec- 
tives to  the  rest  of  management.  During  July  middle  managers  update 
their  departmental  three-year  plans  using  a  market  based  format, 
and  in  August  the  budgeting  process  begins.  The  hospital's  strategic 
five-year  plan  is  updated  in  September  for  presentation  to  the  Board 
at  an  October  planning  conference.  In  November  and  December  the  next 
year's  plans  and  budgets  are  finalized. 

Some  of  the  hallmarks  of  the  cycle: 

a  premium  on  cooperative,  penetrating  staff  analysis 

senior  management  leads 

middle  management  participates  actively 

financial,  human  resource  and  physical  plant  issues  are  all 
integrated  into  the  planning  process 

strategy  drives  budget 

market  needs  and  wants  drive  strategy 
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HOW  DOES  MARKET  BASED  PLANNING  DIFFER  FROM  OTHER  APPROACHES? 


While  similar  to  other  well  run  hospital  systems,  it  differs,  per- 
haps, in  the  way  that  marketing  is  thoroughly  integrated  into  the 
system  at  all  levels  of  management  as  a  consciousness  and  as  a 
method.  Senior  management  at  the  corporate  level  actively  uses  market 
research  and  a  marketing  approach  to  decision  making.  For  example, 
when  researching  the  need  for  and  viability  of  an  Immediate  Care 
Center,  instead  of  using  a  typical  planning  analysis  which  would 
look  at  existing  patterns  of  medical  care  vis-a-vis  demographics 
such  as  office  locations,  average  number  of  visits  to  various 
specialists,  per  population  cohort,  a  marketing  research  analysis 
would  be  used  which  seeks  to  know  the  level  of  consumer  satisfac- 
tion with  existing  patterns  of  medical  care.  The  first  analysis  may 
conclude  that  the  area  is  over-doctored  while  the  second  may  show 
a  large  level  of  consumer  dissatisfaction,  a  softness  in  the  market 
and  a  very  large  niche  of  opportunity. 

Middle  management  as  well  has  a  marketing,  i.e.  a  customer-satisfac- 
tion-consciousness, and  knows  how  to  analyze  services  using  marketing 
methods. 

In  a  growing  competitive  environment,  all  hospitals  will  be  turning 
to  marketing.  All  hospitals  are  already  making  what  are  essentially 
marketing  decisions.  The  only  question  is  whether  hospitals  will 
do  marketing  well  or  poorly.  Instead  of  approaching  marketing 
narrowly  as  promotion  or  advertising,  it  makes  sense  for  hospitals 
to  integrate  it  into  their  management  culture,  style  and  systems. 
Marketing,  if  integrated  in  that  way,  can  work  its  magic. 


HOW  DOES  A  HOSPITAL  GET  STARTED? 


In  my  role  as  a  consultant  working  with  a  hospital  that  is  interested 
in  marketing  marketing  to  the  organization: 

The  first  step  is  to  work  with  the  CEO  on  a  STRAP  analysis:  Segment 
and  Target  the  various  constituencies,  do  a  quick  Research  Analysis 
of  what  their  needs  and  resistances  might  be  and  PTan  accordingly. 
Once  they  are  introduced  to  it  they  find  it  helpf TJl ,  exciting  and 
productive.  Consequently  a  good  first  step  for  most  is  to  conduct 
a  full  or  half  day  management  retreat  on  marketing. 

The  second  step  is  to  develop  a  chart  of  responsibilities.  I  would 
work  with  the  appropriate  staff  person  and  CEO  to  develop  a  statement 
covering  Board,  Medical  Staff,  CEO,  Senior  Management,  Middle  Manage- 
ment and  Staff  Departments'  roles  and  responsibilities  for  marketing. 
Such  a  document  helps  everyone  think  through  what  they  should  expect 
from  themselves  and  others  when  it  comes  to  marketing. 
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The  third  step  is  to  translate  the  role  and  responsibility  statement 
into  a  PERT  chart  and  calendar,  specifying  who  is  to  produce  what 
by  when~ 

The  fourth  step,  given  adequate  funding  for  staff  and  research,  is 
for  the  marketing  and  related  staff  people  to  develop  a  simple  format 
for  managers  to  use  that  will  foster  a  marketing  consciousness  and 
help  them  use  the  tools  of  marketing. 

Fifth,  begin.  Stay  with  it. 

Finally,  reward  on  the  basis  of  marketing  achievements. 

WHO  DOES  MARKET-BASED  PLANNING? 


Line  managers  do  market-based  planning,  not  the  marketers  or  the 
planners.  The  main  test  of  a  good  marketing  or  planning  staff  is 
whether  or  not  everyone  else  in  the  organization  loves  to  plan  and 
market.  The  more  effective  the  marketer,  the  more  proficient  is  each 
line  manager  in  his/her  abilities  to  manage  the  marketing  mix  for 
customer  satisfaction. 

This  approach  recognizes  that  a  hospital  is  a  diversified  organiza- 
tion with  many  lines  of  business.  No  one  person  or  department  is 
able  to  know  so  much  about  all  the  lines  of  business  or  to  know  the 
subtleties  of  effectively  satisfying  all  the  customers  to  be  able 
to  develop  an  effective  plan  for  each.  Better  to  place  the  responsi- 
bility for  marketing  at  the  nodal  points  of  the  organization.  Better 
to  make  each  manager  accountable  for  planning  and  marketing  just 
as  each  has  learned  to  be  accountable  for  budgeting.  The  operating 
managers  are  the  key  persons  in  a  market-based  planning  system.  They 
are,  in  the  sphere  of  authority,  accountable  for  and  rewarded  for 
effective  marketing. 

This  approach  avoids  scapegoating.  The  marketer  is  not  hired  to  do 
what  poor  management  has  not  been  able  to  accomplish.  In  other  words, 
the  Director  of  Surgical  Nursing  is  responsible,  accountable  and 
rewarded  for  increasing  the  number  of  surgeries;  the  Director  of 
Pharmacy  for  finding  ways  to  increase  business;  the  Director  of 
Rehabilitation  for  increasing  the  occupancy  of  the  rehab  unit;  the 
Director  of  Physical  Therapy  for  increasing  the  numbers  of  therapies 
prescribed  by  the  physicians,  and  so  on  -  not  the  marketing  depart- 
ment. 

Many  places  expect  the  marketing  department  to  make  the  occupancy 
rates  rise  through  promotion  alone.  They  don't  realize  that  the  real 
work  is  probably  in  the  other  three  "p's":  place,  price,  and  espec- 
ially product  -  all  of  which  are  in  the  domain  of  the  operating 
manager  and  his/her  line  supervisors.  Market-based  planning  puts 
the  onus  where  it  belongs,  on  the  back  of  the  persons  in  charge  of 
and  capable  of  making  it  all  better.  Why  isn't  the  occupancy  rate 
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going  up?  In  most  hospitals  marketing  is  set  up  to  take  the  blame 
when  the  hospital  or  individual  departments  don't  turn  around.  In 
a  market-based  planning  system,  management  can  point  the  finger  only 
at  itself  and  then  go  back  to  this  STRAP  drawing  board. 


WHAT  THEN  IS  THE  ROLE  OF  THE  MARKETING  PLANNING  STAFF  IN  A  MARKET - 
BASED  PLANNING  SYSTEM? 


Before  answering  that  question,  the  roles  of  three  other  important 
participant  groups  have  to  be  clarified:  Board,  CEO/Senior  Manage- 
ment, and  Medical  Staff.  If  a  hospital  is  wise,  it  will  spell  out 
the  role  of  each  of  these  important  participants  in  the  marketing 
process  given  its  individual  history  and  politics  before  launching 
the  marketing  function. 

A  number  of  presuppositions  are  at  work  here:  a  market-based  planning 
system  works  best  if  there  is:  (1)  as  much  consensus  on  priorities 
by  management,  Board  and  Medical  Staff  as  possible;  (2)  the  hospital 
has  a  strategic  plan,  updated  annually;  (3)  priorities  of  the  plan 
are  clear;  (4)  goals  and  objectives  are  spelled  out  in  measurable 
terms;  (5)  management  is  rewarded  on  the  basis  of  achieving  the 
objectives  in  the  plan. 

If  the  items  are  in  place,  the  Board's  role  in  the  process  is  to 
be  the  Board  and  not  to  be  euchred  into  working  on  the  same  plans 
as  management  or  the  Medical  Staff.  Norman  McMillan  talks  about  Board 
members  working  on  committees,  shirt  sleeves  up,  collecting  data, 
weighing  options,  developing  plans.  That  may  be  appropriate  if  a 
hospital  does  not  have  a  management  staff  capable  of  developing  a 
plan  and  keeping  the  Board  and  Medical  Staff  informed,  but  otherwise 
it  seems  inappropriate  and  wasteful.  The  role  I  would  recommend  for 
the  Board  is  the  authority  position  of  approval,  disapproval  or  "go 
back  and  work  on  it  some  more"  given  these  criticisms,  suggestions 
and  wisdom.  Through  the  planning  committee  the  Board  is  periodically 
appraised  of  the  key  facts  in  the  data  base  such  as  the  environmental 
assessment  and  market  research  results.  It  is  presented  annually 
with  an  updated  five  year  market-based  strategic  plan  and  a  one  year 
operating  plan.  It  reviews  monthly  progress  towards  the  year's  objec- 
tives, and  annually  rules  on  the  CEO's  merit  raise  based  on  the 
attainment  of  the  plan's  objective. 

The  Medical  Staff's  role  in  the  marketing  process  also  can  vary 
depending  on  the  hospital's  history  and  politics.  At  the  very  least, 
representatives  of  the  Medical  Staff  will  serve  on  the  Planning 
Committee  of  the  Board  and  the  whole  Medical  Staff  will  be  polled 
annually  for  suggestions  for  the  strategic  plan.  At  the  most,  members 
of  the  Medical  Staff  may  sit  with  Senior  Management  during  the 
process  of  weighing  and  evaluating  options  and  crafting  the  plan 
for  presentation  to  the  Board.  Medical  Staff  members  may  also  have 
an  important  role  in  carrying  out  arts  of  the  marketing  implementa- 
tion plan. 
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Senior  Management  and  the  CEO's  role  in  the  market-based  planning 
process  is  crucial.  Presuming  the  CEO  works  with  his/her  Senior 
Management  group  as  a  team  or  cabinet,  this  participant  group  bears 
the  main  responsibility  for  market-based  planning  at  the  corporate 
level:  reviewing  the  findings  of  the  marketing/planning  staff's 
environmental  assessment  and  market  research,  developing  options, 
weighing  the  possibilities,  crafting  a  strategy  and  positioning, 
selecting  priorities,  keeping  the  medical  staff  informed  and  involved 
and  presenting  the  results  to  the  Board  in  proposal  form.  Senior 
Management  has  the  experience,  in-depth  involvement  and  presumably 
the  talent  to  calculate  the  direction  the  hospital  as  a  whole  should 
take  as  it  collides  with  the  future  and  a  changing  environment. 

Finally  then,  if  line  management,  both  senior  and  middle,  is  so 
intimately  involved  in  the  market-based  planning  process,  what  is 
the  role  of  the  marketing  staff?  The  senior  marketing  staff  person, 
presumably  in  middle  to  large  hospitals  a  Vice  President  who 
integrates  under  himself/herself  the  staff  functions  of  marketing, 
public  relations,  community  relations,  planning  and  development, 
serves  as  the  CEO's  engine  for  making  the  whole  process  hum.  He/she 
designs,  facilitates  and  monitors  the  process;  supports  line  managers 
through  information  and  education  as  they  shoulder  their  responsibil- 
ities, and  provides  the  professional,  specialized  marketing  services 
the  organization  requires:  market  research  (the  priority  studies 
as  indicated  in  the  strategic  plan),  market  analysis,  consumer  satis- 
faction monitoring,  pricing  sensitivity  analyses,  promotion  cam- 
paigns, including  advertising  and  media  plans,  as  spelled  out  by 
the  market-based  strategic  plan. 

The  senior  marketing  person  will  be  a  member  of  the  CEO's  cabinet 
and  therefore  has  two  positions  of  power:  the  information  source 
position  and  the  collegial  decision-making  position.  In  the  first, 
he/she  is  responsible  for  making  sure  the  very  best  information  is 
brought  to  senior  management  in  a  usable  form  that  facilitates 
decision  making.  This  kind  of  staff  position  is  in  effect  already 
an  independent,  powerful  role:  masses  of  data  are  shaped  into  usable 
information  through  the  discerning  judgment  of  staff  professionals. 
Secondly,  within  the  CEO's  brain  trust  the  senior  marketing  person 
is  likely  to  emerge  as  the  leading  strategist  of  the  organization, 
thereby  transcending  his/her  staff  function:  he/she  is  more  immersed, 
day  to  day,  due  to  her/his  position,  in  environmental  and  market 
information,  than  are  her/his  colleagues;  and  she/he  is  most  likely 
more  highly  trained  in  this  kind  of  analysis  and  strategic  thinking. 

The  senior  marketing  person  therefore  becomes  in  time  both  a  staff 
and  a  line  position. 
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"ADAPTING  TO  A  CHANGING  ENVIRONMENT- 
A  SMALL  HOSPITAL'S  EXPERIENCE" 

Philip  S.  LaKernick 

Administrator 

Good  Hope  Hospital 

Erwin,  North  Carolina 


The  Town  of  Erwin  began  due  to  the  Duke  Family  of  Durham,  North 
Carolina,  who  wanted  to  expand  their  textile  business  and  build 
another  cotton  mill.  A  couple  of  Duke  brothers  had  been  peddling  their 
tobacco  by  horse  and  wagon  and  noticed  Avery  Mill  Creek  and  the  Cape 
Fear  River  in  their  travels  from  Durham  to  Fayettevil le.  It  was 
decided  that  somewhere  in  that  vicinity  would  be  an  ideal  manufactur- 
ing site,  since  the  mill  could  take  advantage  of  the  water  from  these 
sources.  The  town  of  Erwin  was  first  chartered  as  the  town  of  Duke 
on  April  20,  1892,  by  Erwin  Cotton  Mills  Company;  back  then,  partic- 
ularly in  the  south,  many  towns  were  started  by  cotton  mills.  In  1926, 
the  name  of  the  town  was  changed  from  Duke  to  Erwin  because  the  name 
Duke  was  given  to  Old  Trinity  College  in  Durham.  Erwin  was  named  in 
honor  of  W.  A.  Erwin,  who  was  made  president  of  Erwin  Cotton  Mills 
Company  in  1927  upon  the  resignation  of  B.  N.  Duke.  The  mill  opened 
in  1904  and  over  the  years  has  changed  ownership  and  names  a  couple 
of  times.  Since  1962  it  has  been  a  part  of  Burlington  Industries, 
Inc.,  and  is  known  by  the  same  name.  The  Erwin  Plant(s)  are  the 
world's  leading  producers  of  denim. 

Mr.  Erwin  persuaded  a  Dr.  William  Preston  Holt  to  move  to  Duke  in 
1904  to  provide  medical  care  for  the  workers  in  the  mill  that  was 
being  built  for  the  Duke  Family.  As  an  added  inducement  to  come,  Mr. 
Erwin  told  Dr.  Holt  he  could  live  in  a  mill-owned  house  the  rest  of 
his  life  without  rent. 

The  disasterous  cotton  gin  explosion  in  Duke  in  1903,  which  killed 
four  (4)  people  and  injured  several,  probably  helped  Dr.  Holt  realize 
the  need  for  more  medical  services  for  the  area,  even  though  Drs. 
McFadgen  and  Murphy  were  already  practicing  here  during  the  construc- 
tion of  the  cotton  mill.  Good  Hope  was  the  first  hospital  in  Harnett 
County  and  opened  with  six  (6)  beds  in  1913;  it  was  a  wood  dwelling, 
situated  near  the  present  facility. 

Good  Hope  Hospital  is  a  not-for-profit  hospital,  the  present  facility 
was  originally  built  in  1921  (one  wing  of  the  present  building) 
located  in  a  rural  community  of  3,000  people  in  East-Central,  North 
Carolina;  our  service  area  encompasses  approximately  a  40,000  popula- 
tion base;  we  presently  have  72  beds,  made  up  of  7  intensive  and 
coronary  care  beds,  9  step-down  beds  (progressive  care),  51  medical 
and  surgical  beds  and  3  pediatrics  beds  (we  have  no  obstetrical  beds 
in  our  hospital).  Just  five  years  ago  we  were  a  53-bed  hospital  with 
only  a  78%  occupancy  rate,  with  only  6  primary  care  physicians  having 
active  admitting  privileges  and  no  specialists.  Today  we  have  13 
physicians  with  active  staff  privileges,  we  have  expanded  our 
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specialty  base  by  adding:  a  pediatrician,  a  thoracic-vascular  surgeon, 
2  urologists,  and  a  full-time  radiologist;  in  1982  our  occupancy  rate 
was  94.9%  and  in  anticipation  of  DRG's  from  July  to  September  our 
occupancy  rate  fell  to  84.4%  but  our  beds  increased  55  to  72. 

In  the  past  6  years  many  changes  and  additions  have  been  made  to  our 
facility  in  order  to  compete  with  other  hospitals;  we  are  the  smallest 
hospital  in  our  area. 

There  is  a  117-bed  facility  just  4  miles  to  the  east  and  major  medical 
centers  30  miles  to  the  south  and  40  miles  north,  with  an  excess  of 
400  beds  each.  We  have  found  in  order  to  compete  successfully  with 
these  larger  facilities,  efficiency  and  appropriate  level  and  array 
of  services  have  to  be  developed  that  are  effective  as  well  as  effici- 
ent. These  expanded  services  may  well  be  our  only  salvation  for  the 
short  term  as  well  as  long  term  future. 

The  hospital  was  donated  by  Erwin  Mills  to  the  community  in  1946, 
a  not-for-profit  corporation  was  formed  with  a  9-member  Board  of 
Trustees.  Only  limited  growth  occurred  in  the  time  from  incorporation 
until  1973  when  a  new  Dietary  Department  was  added.  In  1979  the  first 
major  building  project  was  completed  and  included  emergency  room 
facilities;  outpatient  areas  were  expanded  along  with  the  addition 
of  trauma  rooms,  2-room  radiology  department,  waiting  space,  admission 
and  outpatient  offices. 

A  little  history  may  be  necessary  to  understand  how  we  developed  our 
large  service  potential  from  a  small  hospital  base:  in  late  1977 
and  early  1978,  two  major  decisions  had  to  be  made  by  our  hospital: 
(1)  whether  to  remain  in  existence  as  a  small  hospital,  surrounded 
by  many  larger  medical  centers,  or  (2)  if  we  were  to  remain  in  opera- 
tion, should  we  expand  our  current  facilities,  or  replace  them 
entirely.  One  major  problem  was  the  lack  of  any  type  of  a  long  range 
plan  or  available  data  base  that  might  have  helped  us  make  these 
decisions.  Before  any  decisions  could  be  made  on  either  of  these  two 
points,  extensive  manual  data  gathering  had  to  be  accomplished  in 
order  to  make  logical  decisions;  this  took  a  tremendous  amount  of 
manhours  to  accumulate,  since  there  was  no  established  computerization 
of  the  hospital.  Although  the  data  base  was  not  complete  at  this 
point  (early  1978),  certain  yery   interesting  observations  were 
noticed:  (1)  the  patients  who  used  the  hospital  were  very  pleased 
with  the  hospital  services  and  felt  that  the  personalized  care  was 
the  best  in  the  area;  (2)  there  were  no  capital  or  reserves  for 
replacement  of  the  facility,  and  an  already  existing  long  term  debt 
due  to  the  previous  addition  that  had  been  completed  in  1973;  (3) 
also  evident  was  the  lack  of  sophisticated  ancillary  equipment  and 
services  that  the  hospital  really  needed  to  provide.  Physicians  had 
to  either  transfer  or  refer  patients  to  referral  centers  for  services 
at  least  25  miles  from  our  facility  and  perhaps  lose  their  patients 
in  many  instances  to  other  facilities  where  they  were  transferred 
for  services;  (4)  the  State  Facilities  Services  noted  several  building 
deficiencies  that  needed  to  be  corrected  if  we  were  to  maintain  our 
hospital  license. 
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In  order  to  rectify  these  deficiencies,   a  long-range  plan  was  devel- 
oped for  a  7-year  period;   17  major  areas  were  addressed.   Based  on 
data  collected  and  recommendations  of  the  Administrator,   the  long- 
range  planning  committee  and  the  Board  of  Trustees  approved  the  17- 
point  plan  that  was  to  be  phased  in  over  the  7-year  period.   This  long- 
range  plan  was  based  on:   the  data  collected,   a  structural    analysis 
completed  by  a  structural   engineer  showing  that  the  facility  was  in 
excellent   structural   condition   (meeting  all    NFPA  and  JCAH  Standards). 
The  consultants  felt  it  would  be  foolish  and  expensive  to  replace 
the  entire  facility  since  it  was  feasible  to  modernize  and   add  on 
as  necessary,   especially  since  net  capital    reserves  were  available. 

This  construction  plan  would  be  phased  in  over  a  7-year  period.   The 
first  2  areas  requiring  immediate  relocation  were:   first,   to  replace 
the  2-room  emergency  area  with  a  5-room  emergency  and  trauma  area 
and  to  replace  the  25-year  old   single  radiology  unit  that  was  both 
antiquated  and  terribly  undersized,   with  2  completely  new  radiographic 
units  with  changing  rooms  and  toilet  facilities,  there  previously 
was  a  common  toilet  25  feet  from  the  X-ray  unit.   A  fund  raising  pro- 
gram was  held  that  completely  paid  for  these  additions;   the  second 
need  was  to  replace  the  totally  manual    bookkeeping  system  of  the 
hospital   with  a  computerized  system  that  would  provide  an   adequate 
data  base  for  making  appropriate  decisions  for  the  future.   A  sophisti- 
cated computer  was  added  in  the  spring  of  1978  and  conversion  was 
completed  by  the  summer  of  1978.   The  new  emergency  and  radiographic 
addition  was  completed  in  January  1979.   As  an  indication  for  the  need 
of  expansion  and  addition  of  emergency  space,   emergency  room  visits 
increased  50%,   from  just  over  10,000  in  1978  to  16,356  in  1983.   Good 
Hope  Hospital   was  chosen  as  the  advanced  life  support  hospital   for 
our  county  in   1982.   We  continuously  train   IV   level    I   paramedics  as 
well   as  EMT's.  We  presently  also  have  8  trained  mobile  intensive  care 
nurses   (M.I.C.N.'s)  which  help  to  channel   trauma  patients  through 
or  to  our  facility. 

Revenue  increased  from  a  loss  in  1978  to  a  $293,000  surplus  in  1983, 
mainly  achieved  through  developing  additional    services  and  expanding 
in-hospital   capabilities,   thus  saving  a  large  sum  of  money  through 
efficiency  and  cost  containment. 

The  first  computer  system  was  a  basic  accounting  system  and  was 
replaced  with  an  expanded  system  in  January  1981.   This  computer 
system,   the  Saint  Hospital   Computer  System,   was  purchased  from  SAI 
(Systems  Associates,   Inc.)   This  system  provided   a  complete  integrated 
system  that  helped  establish  a  complete  data  base.   At  present  the 
computer  system  consists  of:   8  terminals--4  in  the  computer  room, 
1    in  credit,   1    in  purchasing   (inventory),   1    in  pharmacy,   and  1    in 
medical    records;   4  printers--l    in  the  computer  room,   1    in  credit, 
1    in  purchasing,   and  1    in  medical    records;  with  software  programs 
for--accounting,   general    ledger,   patient  billing,   a  bad  debt  system, 
payroll,   accounts  payable,   inventory  control,   medical    records,  fixed 
assets  accounting;   a  medical   record  DRG  program  was   added  in  October 
1983.   The  purpose  of  the  DRG  software  was  installed  in  order  to 
obtain  the  appropriate  weights  assigned  by  the  Health  Finance 
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Administration  (HFCA).  This  is  called  the  "Grouper"  and  went  into 
effect  on  October  1,  1983.  A  second  part  of  the  plan  was  to  update 
and  sophisticate  ancillary  services--one  example  of  this  was  done 
by  increasing  the  laboratory  capacity  of  800%. 

In  order  to  increase  productivity  in  the  lab,  we  automated  everywhere 
possible,  eliminating  unnecessary  man  hours  in  order  to  achieve  this 
800%  capacity  increase.  Prior  to  automation,  approximately  25%  of 
our  tests  were  sent  to  outside  reference  laboratories—complete  turn 
around  time  varied  from  24  to  72  hours.  After  automation,  less  than 
3%  of  all  lab  tests  are  referred  to  reference  laboratories,  and  only 
those  tests  that  are  so  infrequently  ordered  that  it  becomes  impracti- 
cal to  do  them  on  site. 

The  variety  of  lab  tests  increased  by  approximately  30%.  Also,  in 
the  automation  process  we  installed  a  separate  laboratory  computer 
(Citation  Systems)  for:  doing  complete  quality  control,  patient  infor- 
mation, statistical  gathering  and  also  for  data  collection  for  all 
patient  lab  tests  performed.  The  lab  computer  allows  us  to  keep  all 
patient  information  in  the  system  so  that  we  can  retrieve  it  almost 
immediately  and  be  able  to  compare  lab  tests  results,  going  back  to 
the  very  first  tests  that  were  put  into  the  computer  to  the  present 
and  compare  these  results  for  a  particular  period  of  time,  for  com- 
parative analysis.  This  allows  the  physician  to  easily  follow  trends 
and  changes. 

Other  ancillary  services  that  have  been  upgraded  and  expanded  are: 
respiratory  therapy  (which  also  performs  pulmonary  function  testing), 
pharmacy  which  was  previously  managed  by  a  part-time  pharmacist,  has 
been  increased  to  two  full-time  pharmacists  and  three  pharmacy  techni- 
cians; an  IV  additives  program  was  instituted  and  a  Laminar  Flow  hood 
was  added;  a  unit-dose  pharmacy  disposing  system  and  a  complete  phar- 
macy nursing  coordinated  comparative  analysis  of  all  drugs  ordered 
and  reviewed  for  possible  drug  inter-actions  was  also  added;  another 
ancillary  service  added  in  1979  was  physical  therapy  which  presently 
has  two  full-time  physical  therapists  and  a  third  therapist  to  start 
in  August  1984,  three  licensed  physical  therapy  assistants  and  three 
aides  (this  department  has  greatly  expanded  our  capability  of  doing 
rehabilitation  and  for  keeping  many  patients  in  the  hospital  that 
would  ordinarily  have  been  transferred  to  other  facilities).  Another 
ancillary  service  added  was  the  nuclear  medicine  and  ultra-sound 
service  which  was  added  in  1982.  The  unique  feature  of  this  service 
is  that  we  share  this  system  with  three  other  hospitals,  two  of  which 
are  over  100  miles  from  our  facility.  The  cost  for  each  hospital 
service  is  based  on  usage  of  the  system  by  each  hospital,  and  allows 
all  the  hospitals  to  pay  only  for  what  services  they  actually  render 
within  the  facility.  The  cost  is  divided  by  the  percentage  of  use 
each  month.  This  system  is  fully  portable  and  mobile--it  can  be  trans- 
ported with  very  little  effort  and  lets  each  of  the  hospitals  using 
the  system  enjoy  the  luxury  of  a  sophisticated  system  without  having 
to  offer  the  service  at  a  loss.  Each  of  the  hospitals  is  presently 
at  least  breaking  even  on  the  service.  This  mobile  system  includes 
ultra-sound, so  both  systems  being  portable  can  be  transported  to  the 
hospitals  on  their  scheduled  time  and  both  services  offered  at  the 
same  time,  since  there  are  two  trained  technicians  on  each  trip. 
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Other  areas  where  high  technology  and  computers  have  been  utilized, 
other  than  the  main  computer  system,  are  medical  records  and  adminis- 
tration. In  medical  records,  we  utilize  two  word  processing  systems 
(Lanier)  so  that  all  dictation  is  transcribed  directly  onto  a  word 
processor  and  is  stored  as  well  as  typed.  In  our  business  function 
we  also  have  direct  (2)  computer  terminals  that  link  us  to  Blue 
Cross,  Medicare,  and  Medicaid.  This  has  greatly  reduced  our  turn- 
around time  with  these  programs  and  thus  has  increased  cash  flow. 
Lastly,  we  also  use  word  processing  in  administration  for  all  letters 
and  memorandums  that  go  from  the  administrator's  office.  Where  a 
second  secretary  was  needed  and  there  was  no  place  to  put  one,  the 
word  processor  became  the  additional  secretary.  This  produced  greater 
efficiency,  increasing  productivity  without  increasing  the  number 
of  personnel . 

The  Duke  Endowment  "Comparative  Operational  and  Department  Workshop" 
in  1983  showed  that  in  our  hospital  size  range,  Good  Hope  Hospital 
had  the  lowest  cost  inpatient  expense  per  patient  day  at  $179.77, 
and  the  lowest  total  expense  per  patient  day  of  $212.05,  of  any  hos- 
pital within  our  size  range  in  both  North  and  South  Carolina.  Review 
of  revenue  showed  our  charges  (computed  as  total  revenue  per  patient 
day)  was  also  the  lowest  at  $210.59  per  patient  day.  Our  efficiency 
is  also  shown  in  the  total  number  of  full  time  paid  employees  per 
occupied  bed,  which  was  among  the  lowest  in  our  group  at  2.76  FTEs 
per  occupied  bed,  in  comparison  to  3.3  which  was  the  average  for  our 
group.  In  1984,  this  trend  continued,  even  though  our  bed  size 
increased  us  to  another  group,  where  we  were  the  seond  lowest  in  the 
same  areas.  Since  Medicare  and  Medicaid  make  up  64.0%  of  our  total 
revenue,  it  is  imperative  that  we  have  the  necessary  data  to  make 
determinations  on:  continuing  programs,  adding  programs  or  deleting 
programs.  The  hospital  receives  no  funds  from  foundations  or  individ- 
uals for  continued  operations  and  less  than  .3%  of  our  operational 
monies  comes  from  any  form  of  contributions. 

At  the  end  of  1981,  we  began  a  building  program  to  add  26  private 
rooms,  all  with  full  baths,  and  renovation  and  completion  of  a  7-bed 
intensive  and  coronary  care  unit.  A  second  fund-raising  program  was 
begun  in  late  1981  and  to  date  contributions  and  pledges  amount  to 
over  three  quarters  of  the  total  construction  cost.  Completion  of 
the  26-bed  private  room  addition  was  in  October  of  1982,  and  occup- 
ancy improved  dramatically  until  October  of  1983  when  DRG's  helped 
decrease  our  length  of  stay.  Before  we  completed  the  new  private  room 
addition,  we  only  had  a  total  of  12  private  rooms  available,  out  of 
53  medical  and  surgical  beds  and  2  CCU  beds.  With  the  completion  of 
the  new  addition,  we  now  have  35  private  rooms,  out  of  68  total  beds 
and  5  private  rooms  in  our  ICCU  with  one  semi-private,  thus  giving 
the  hospital  greater  flexibility  that  we  did  not  have  previously. 

With  the  decreased  census,  alternate  forms  of  revenue  had  to  be 
developed  and/or  increased.  In  January  of  1983,  a  satellite  diagnostic 
center  was  developed  9  miles  from  the  hospital.  This  has  been  greatly 
expanded  to  include:  lab,  X-ray,  respiratory  therapy,  physical  therapy 
and  EKG.  We  are  presently  performing  lab  work  for  2  rest  homes,  one 
nursing  home,  and  another  hospital,  which  generates  additional 
revenue.  Outpatient  activity  has  also  been  greatly  increased, 
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especially  physical  therapy,  lab,  respiratory  therapy,  X-ray,  and 
emergency  room. 

Additional  land  acquisition  and  the  expansion  and  paving  of  parking 
areas  to  alleviate  cramped  and  over-crowded  conditions  was  completed 
in  the  summer  of  1983.  The  final  phase  of  our  long-range  plan,  insti- 
tuted in  1978,  is  the  complete  replacement  of  our  operating  room 
suite--we  will  start  construction  on  June  1,  1984.  We  helped  organize 
with  4  other  hospitals  the  sharing  of  a  mobile  CAT  scanner,  which 
we  put  into  operation  on  April  16,  1984,  saving  our  patients  a  30-40 
mile  ride  for  these  services. 

Good  Hope  Hospital  definitely  feels  that  we  have  obtained  our  short- 
term  goals  of  being  able  to  offer  a  high  quality  of  patient  care  for 
the  citizens  of  our  coverage  area  at  a  reasonable  price,  without  try- 
ing to  perform  medical  procedures  that  we  are  not  competent  to 
deliver.  We  feel  that  if  possible  a  patient  should  be  offered 
hospital  care  locally. 

One  of  the  main  ways  that  the  hospital  used  to  replace  and  add  equip- 
ment was  through  the  use  of  leasing  and  rentals.  Without  cash  reserves 
the  use  of  leases  and  rentals  became  the  only  way  to  grow.  Each  piece 
of  equipment  had  to  be  shown  to  be  self-sufficient  before  a  decision 
to  obtain  it  was  made.  We  have  been  very  fortunate  and  all  of  these 
were  self  supporting. 

Construction  at  our  hospital  is  done  primarily  by  our  plant  engineer- 
ing department.  The  1979  emergency  room  and  radiology  addition  was 
completed  at  total  cost  of  $30.00  per  square  foot;  our  new  patient 
wing  of  26  private  rooms  was  completed  in  1982  at  $45.00  per  square 
foot;  the  7-bed  ICCU  renovation  was  completed  in  1983  at  $13.00  per 
square  foot;  a  new  storeroom  facility  was  finished  in  1982  at  $18.00 
per  square  foot;  a  complete  renovation  of  existing  rooms  was  completed 
in  April  1984  at  less  than  $12.00  per  square  foot.  Acting  as  our  own 
contractor  has  saved  the  hospital  hundreds  of  thousands  of  dollars 
and  given  us  the  expansion  and  renovations  we  so  very  much  needed 
to  survive. 

Our  latest  project  is  total  replacement  of  our  operating  room  suite 
and  a  completely  new  lobby.  The  O.R.  is  expected  to  cost  under  $60.00 
per  square  foot  and  the  lobby  approximately  $40.00  per  square  foot. 
Finally,  an  immediate  care  unit  will  also  be  built  as  a  part  of  the 
project  at  an  anticipated  cost  of  $40.00  per  square  foot.  These  new 
services  and  facilities  will  allow  us  to  continue  to  compete  in  our 
service  area. 

In  order  to  help  reduce  duplication  of  services,  joint  meetings  are 
held  with  our  neighboring  hospital,  Betsy  Johnson  Memorial,  a  11 7-bed 
facility  4  miles  away,  at  least  monthly  meetings  and  frequent  tele- 
phone conferences  are  also  held.  Areas  of  concern  discussed  most 
often  are:  census,  sharing  of  a  service  or  just  discussing  future 
plans  of  adding  a  service  or  recruitment  of  physicians.  For  example, 
we  are  in  the  process  of  recruiting  both  opthalomology  and  ENT,  where 
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they  are  recruiting  family  practice  and  orthopedics.  Some  members 
from  the  hospital's  medical  staff  have  privileges  at  both  hospitals, 
which  is  very  helpful,  especially  in  subspecialty  areas.  We  presently 
share  several  services  and  cooperate  on  many  others. 

With  the  implementation  of  the  DRG  program  by  Medicare  at  first 
review,  it  appeared  that  the  hospital  would  lose  $565,000  on  Medicare 
alone  if  the  length  of  stay  per  DRG  remained  the  same.  Early  prepara- 
tion has  helped  us  avoid  this  disaster. 

The  general  purpose  of  the  management  engineering  effort  at  Good  Hope 
Hospital  was  to  design  and  install  systems  and  processes  which  would 
allow  the  hospital  to  respond  appropriately  to  the  DRG  reimbursement 
system.  Cooperation  and  teamwork  were  considered  to  be  as  vital  as 
accurate  and  timely  information  so  that  the  hospital  and  medical 
staffs  could  identify  changing  conditions  and  respond  appropriately. 
By  better  equipping  the  hospital  to  access  and  use  its  own  internal 
resources  during  a  potential  crisis,  the  hospital  would  also  be  able 
to  find  new  ways  of  doing  things  and  successfully  deal  with  the 
cri  si  s. 

DRGs  place  hospitals  in  a  more  competitive  situation  than  does 
traditional  cost  based  reimbursement.  Systems  engineering  teaches 
us  that  in  a  competitive  environment,  that  system  which  has  the  most 
flexibility  will  have  the  best  chance  of  seizing  control  of  the  market 
place.  Flexibility  results  from  improving  the  knowledge  base,  communi- 
cations, cooperativeness,  and  choices  available  to  the  various  com- 
ponent members  of  the  organization. 

The  management  engineering  project  specifically  entailed  designing 
and  installing  information  reporting  systems,  problem  identification 
systems  and  problem  solution  systems.  The  latter  two  systems  involved 
the  development  and  training  of  specific  committees  and  teams  within 
the  hospital.  The  reporting  system  involved  a  process  for  accumulat- 
ing, analyzing,  and  reporting  information  to  the  key  committees, 
teams,  and  organizational  members. 

The  specific  decisions,  policies,  and  actions  developed  by  the 
hospital  enabled  the  hospital  to  respond  to  the  DRG  crisis  in  a  useful 
and  appropriate  manner.  This  does  not  mean  that  the  same  actions  would 
be  as  useful  or  appropriate  to  other  hospitals.  Each  hospital  is  a 
unique  and  individual  institution  and  must  make  its  own  choices.  The 
key  here  is  not  the  specific  changes  the  hospital  made,  but  the  under- 
lying structures  and  processes  which  enabled  all  members  of  the 
organization  to  see  the  changes  as  correct  for  them  and  thus  be 
motivated  to  make  the  changes  work.  Not  only  were  sacrifices  made 
at  all  levels,  but  individuals  at  all  levels  maintained  or  improved 
their  morale  and  attitudes,  increased  their  motivation  levels,  and 
improved  the  image  of  the  hospital  both  in  their  own  minds  and  in  the 
community.  As  a  net  result,  the  financial  viability  of  the  hospital 
improved  dramatically  even  during  the  leanest  months. 
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The  first  phase  of  the  management  engineering  project  was  the  develop- 
ment of  a  standard  cost  study  of  all  chargeable  services  in  the 
revenue  producing  departments.  The  methodology  required  the  develop- 
ment of  standard  setting  teams  in  each  department  to  expedite  the 
gathering  of  data.  Results  were  reported  back  to  these  teams  for 
review  before  inclusion  in  the  final  report.  Each  team  consisted  of 
the  department  manager,  the  management  engineer,  and  two  or  three 
key  employees  and/or  supervisors  selected  on  the  basis  of  their  tech- 
nical competency.  A  specialized  group  estimating  procedure  with  a 
rated  accuracy  of  better  than  90%  was  used  to  establish  labor 
standards.  Equipment,  materials,  and  supply  standards  were  set  based 
on  department  records.  The  management  engineer  developed  standard 
cost  reports  based  on  this  information.  An  average  of  four  committee 
hours  per  department  was  required  for  the  complete  cycle. 

This  methodology  provides  a  unique  opportunity  for  the  management 
engineer  to  assess  the  attitudes  and  knowledge  level  of  a  critical 
group  of  employees  in  each  department.  The  engineer  provided  instruc- 
tion and  education  in  the  methods  and  rationale  of  productivity  and 
cost  management,  with  the  specific  teachings  in  each  department 
designed  to  meet  the  needs  identified  in  the  assessment.  As  a  result, 
the  standards  were  never  called  into  question,  even  when  embarrassing 
deficiencies  were  found. 

The  initial  use  of  the  standard  cost  information  was  the  analysis 
and  adjustment  of  pricing  structure  on  a  charge  item  basis.  For  each 
charge  code,  the  standard  cost  was  compared  with  the  charge  and 
average  collectible  amount.  Losers  were  identified  and  the  charge 
was  adjusted  to  break  even  or  higher.  The  overall  rate  increase  for 
the  hospital  was  only  2.8%.  These  price  changes  left  the  hospital 
insensitive  to  case  mix  changes,  thus  simplifying  cost  management 
for  each  department. 

Under  retrospective  cost  based  reimbursement,  the  price  adjustments 
alone  would  have  been  sufficient  to  maintain  financial  viability. 
However,  under  DRGs,  this  viability  was  uncertain.  To  assess  the 
impact  of  DRGs,  the  standard  cost  information  was  combined  with  his- 
toric trends  in  the  length  of  stay  and  total  patient  charges  to 
project  an  expected  surplus  or  loss.  This  analysis  projected  an  un- 
expected staggering  loss  far  in  excess  of  the  hospital's  financial 
reserves.  Further  analysis  showed  that  80%  of  the  projected  loss  was 
due  to  a  dozen  or  so  DRGs  where  length  of  stay  and  patient  charges 
were  unusually  high.  These  DRGs  were  designated  as  key  DRGs  requir- 
ing immediate  attention. 

An  analysis  of  length  of  stay  and  patient  charges  for  each  physician 
was  conducted  for  the  key  DRGs.  The  analysis  showed  the  surplus  or 
loss  for  each  DRG  and  for  each  physician  based  on  previous  years. 
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The  administrator  appointed  a  DRG  screening  committee  consisting  of 
a  rotating  physician,  the  social  worker,  a  floor  nurse,  the  medical 
records  director,  and  several  other  key  hospital  staff.  The  task  of 
the  committee  was  to  monitor  each  patient  admitted  under  a  key  DRG, 
and  recommend  discharge  to  the  attending  physician  if  the  patient's 
condition  warranted  it.  If  the  attending  physician  refused,  the 
physician  member  of  the  DRG  committee  could  authorize  a  Letter  of 
Denial . 

At  the  next  medical  staff  meeting  the  administrator  presented  the 
results  of  the  standard  cost  study  and  the  overall  financial  projec- 
tions, showing  the  projected  loss  if  historic  trends  continued.  The 
forthcoming  crisis  was  described  in  explicit  and  certain  terms.  After 
unanimous  consent,  the  physicians  were  shown  their  own  specific 
individual  contributions  to  the  projected  loss.  The  administrator 
next  presented  the  idea  that  only  a  small  percentage  of  DRGs  consti- 
tuted the  problem  and  that  survival  was  not  only  possible  but  probable 
if  the  medical  staff  would  work  cooperatively  with  the  hospital  to 
manage  the  problem.  Emphasis  was  placed  on  teamwork  and  communication 
as  the  DRG  screening  committee  was  described.  The  administrator 
announced  that  it  would  commence  operation  on  a  test  basis  a  week 
before  the  end  of  the  fiscal  year.  After  a  brief  discussion  each 
physician  was  asked  to  pledge  support  for  the  effort  and  join  the 
team.  No  physician  refused,  and  some  made  impassioned  pleas  to  their 
peers  to  not  let  this  hospital  go  out  of  business. 

The  testing  phase  of  the  DRG  monitoring  committee  began  a  week  or 
two  prior  to  the  first  of  the  fiscal  year.  This  gave  the  committee 
time  to  streamline  their  procedures  and  develop  effective  communica- 
tions with  the  medical  staff.  The  medical  staff  responded  coopera- 
tively and  made  useful  suggestions  which  made  the  system  work  better. 
By  the  time  the  first  DRG  patient  was  admitted,  length  of  stay  had 
dropped  dramatically,  and  the  majority  of  the  key  DRGs  were  no  longer 
losses  to  the  hospital.  Unfortunately,  this  also  resulted  in  a 
dramatic  drop  in  census,  so  that  within  a  matter  of  days  census  was 
fluctuating  around  the  50%  level. 

Concurrent  with  the  development  of  the  DRG  monitoring  system  was  the 
development  of  a  complementary  cost  management  system  within  the 
hospital.  The  key  elements  of  this  sytem  were  daily  productivity 
measurement,  weekly  Performance  Improvement  Team  (PIT)  meetings,  and 
monthly  revenue/cost  reports  by  department.  This  system  was  designed 
to  respond  rapidly  to  changes  in  census  level  by  providing  decision 
makers  with  daily  management  information,  the  methods  for  decisive 
action,  and  timely  feedback  on  results. 

The  daily  productivity  measurement  program  provided  managers  with 
the  needed  information  for  controlling  the  most  manageable  of  costs, 
labor  costs.  The  department  managers  established  a  goal  of  maintaining 
productivity  in  the  85%  to  130%  range.  When  census  dropped,  most 
departments  began  to  measure  productivity  levels  of  35%  to  60%.  The 
department  managers  were  immediately  aware  of  the  problem,  and  acutely 
aware  of  the  responsibility  which  rested  on  their  shoulders. 
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The  PIT  meeting  process  was  designed  to  provide  clear  leadership  and 
coordinated  action  to  reduce  hospital  costs.  The  administrator  led 
the  first  PIT  meeting  with  his  department  heads,  and  each  department 
manager  was  required  to  lead  follow-up  PIT  meetings  within  his/her 
department.  The  management  engineer  and/or  inservice  education  direc- 
tor attended  all  PIT  meetings  as  process  facilitator.  In  the  PIT 
meeting  process,  a  specific  problem  is  explained  in  detail  by  the 
leader,  and  a  commitment  is  made  to  solve  the  problem.  Ideas  are 
generated,  discussed,  and  ranked  by  the  team  members,  and  solutions 
are  implemented  immediately.  The  top-down  approach  of  problem  identi- 
fication and  bottom-up  approach  of  commitment  to  action  creates  an 
atmosphere  of  decisive  leadership  with  decision  making  close  to  the 
point  of  action.  The  carefully  structured  process  of  the  PIT  meeting 
will  provide  a  wide  variety  of  carefully  thought  out  options,  yet 
a  unified  and  coordinated  set  of  individual  department  decisions. 

The  PIT  meeting  process  commits  the  whole  hospital  to  work  on  a  single 
critical  problem.  The  first  problem  presented  (after  an  initial  train- 
ing problem)  was  to  reduce  overall  costs  by  22%.  Within  three  weeks 
the  goal  had  been  accomplished.  Departments  had  reduced  inventory 
and  supply  costs,  renegotiated  lease  and  maintenance  agreements,  and 
improved  productivity  to  an  average  level  of  100%.  Labor  costs  were 
reduced  through  a  reduction  in  hours  for  hourly  workers  and  a  reduc- 
tion of  salary  for  exempt  employees  (including  the  administrator). 
Because  of  the  participative  nature  of  the  PIT  meeting  process,  the 
employees  were  not  only  willing  to  make  sacrifices,  but  were  thankful 
and  proud  to  be  a  part.  Supervisors,  patients,  and  physicians  reported 
an  unusually  high  sense  of  unity  and  cooperation,  and  morale  seemed 
to  be  at  an  all  time  high. 

A  monthly  departmental  revenue/cost  report  was  prepared  by  the  manage- 
ment engineer  and  posted  in  the  hospital  cafeteria.  The  report  com- 
pared current  revenues  and  costs  with  those  of  previous  months,  and 
highlighted  the  most  successful  departments.  The  main  purpose  of  the 
report  is  to  provide  feedback  and  recognize  those  departments  which 
have  been  successful  in  managing  costs. 

The  first  monthly  report  made  explicit  what  was  already  known.  Costs 
had  come  down  more  than  revenues,  and  despite  a  nearly  50%  decline 
in  census,  the  hospital  remained  in  the  black. 

During  the  first  few  months  of  the  fiscal  year  the  PIT  meeting  process 
was  continued.  Productivity  gradually  approached  the  150%  level  as 
census  slowly  crept  back  to  normalcy.  Costs  remained  tightly  con- 
trolled at  all  levels,  yet  employee  hours  were  gradually  increased 
as  service  demands  rose. 

When  the  hospital  began  to  receive  its  first  few  Medical  Remittance 
Advices,  a  continuing  report  on  the  costs  and  reimbursements  for  each 
DRG  was  prepared  by  the  management  engineer.  The  report  shows  for 
each  DRG  the  year-to-date  statistics  for  patient  volume,  hospital 
charges,  Medicare  reimbursement,  hospital  costs  and  surplus  or  loss. 
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The  administrator,  chief  financial  officer,  and  DRG  monitoring  com- 
mittee receive  copies.  This  report  is  produced  monthly,  and  provides 
information  on  the  results  of  previous  attempts  to  manage  DRGs,  and 
enables  the  monitoring  committee  to  focus  attention  on  those  few  DRGs 
that  constitute  the  current  problem.  The  initial  set  of  key  DRGs  was 
managed  successfully  in  the  first  few  weeks,  and  other  key  DRGs  were 
identified  as  physician  habits  and  seasonal  factors  changed. 

After  eight  months  of  successful  operation  of  the  entire  program, 
the  hospital  is  enjoying  its  best  fiscal  year  ever.  Surpluses  have 
already  well  exceeded  last  year's  total.  Census  is  near  normal  while 
other  hospitals  in  the  area  are  still  low.  Yet,  the  crisis  is  not 
yet  over.  Many  lessons  have  been  learned  during  these  past  months. 
Constant  attention  must  be  directed  to  maintaining  a  network  of  co- 
operation, communication,  and  teamwork.  Information  must  be  produced 
in  an  accurate,  timely,  and  useful  manner.  Committees  and  PIT  meetings 
must  be  regular  and  appropriately  structured.  Feedback  must  be  timely 
and  informative.  Continuing  education  and  other  mechanisms  of  growth 
and  development  provide  new  sources  for  ideas.  New  ideas,  when  useful 
and  effective,  must  become  real  changes  that  continue  after  the 
novelty  wears  off,  and  when  useless  or  ineffective,  must  be  quickly 
discarded.  Continued  leadership  is  a  must.  The  system  must  be  placed 
on  a  regular  schedule  of  maintenance  and  calibration  for  continued 
performance.  The  success  of  the  whole  is  dependent  on  the  success 
of  each  part. 

When  all  parts  of  the  system  interact  effectively,  the  hospital  is 
able  to  exert  firm  management  controls  over  its  DRG  losses.  With  the 
first  few  months  of  Remittance  Advice  reports  it  became  obvious  that 
the  initial  set  of  key  DRGs  were  no  longer  problems,  but  a  half  dozen 
new  DRGs  were  showing  growing  losses.  The  DRG  monitoring  committee 
began  to  monitor  the  new  DRGs,  and  nursing  PIT  meetings  focused  on 
improving  patient  care  to  those  patients.  The  response  was  immediate, 
and  the  next  month's  report  showed  a  reduction  in  year-to-date  losses 
for  those  DRGs.  Each  such  adjustment  resulted  in  a  lowering  of  census 
or  other  changes  in  service  levels,  but  careful  attention  to  produc- 
tivity and  cost  reports  allowed  each  department  to  adjust  immediately. 

Planning  goes  on  for  the  future.  The  system  now  in  place  will  be 
refined  and  adjusted  as  necessary.  Other  departments  such  as  Plant 
Operations,  Medical  Records  and  Dietary  are  being  incorporated  more 
fully  into  the  program.  The  system  is  expected  to  produce  a  regular 
rate  of  improvement  in  productivity  and  cost  management  for  some  time, 
and  will  be  needed  to  maintain  optimum  levels  when  they  are  reached. 

New  projects  currently  under  investigation  will  additionally  be 
directed  towards  Quality  Assurance  and  patient  care  improvements. 
Better  mechanisms  for  evaluating  employee  and  medical  staff  perform- 
ance are  under  consideration,  as  well  as  new  committee  structures 
and  processes  for  accomplishing  the  necessary  changes. 
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Good  Hope  Hospital  now  enjoys  an  excellent  reputation  in  the  com- 
munity, and  amongst  its  own  employees  and  medical  staff.  It  is  explor- 
ing and  testing  innovative  ways  to  serve  the  community.  Good  Hope 
Hospital  is  past  the  stage  of  trying  to  survive,  and  continues  to 
strive  towards  excellence,  and  it  is  succeeding  very  well. 
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We  all  know  that  the  population  in  the  U.S.  is  aging  rapidly,  and 
that  this  demographic  change  has  enormous  implications  for  our  health 
care  system.  Hospitals,  in  particular,  must  face  the  reality  of  the 
future.  This  future  includes  the  expanding  health  care  demands  of  a 
growing  elderly  population  at  the  same  time  as  pressure  is  increasing 
for  health  care  cost  containment.  However,  there  are  also  many  new 
market  opportunities  created  by  an  aging  population  and  its  partic- 
ular needs.  The  key  for  hospitals  is  to  identify  those  needs,  develop 
the  appropriate  mix  of  services  for  the  elderly  and,  at  the  same 
time,  maintain  financial  viability.  Our  presentation  will  focus  on 
three  major  areas: 

I.   The  Characteristics  of  the  Elderly  Population 

II.   The  Market  Forces  Affecting  the  Delivery  of  Care  to  the 
Elderly 

III.   The  Opportunities  Available  for  hospitals  to  serve  the 
needs  of  the  Elderly  and  Their  Families 

In  our  brief  hour,  we  can  touch  only  on  some  of  the  more  critical 
issues  related  to  the  needs  of  the  elderly.  However,  within  the 
presentation  we  will  develop  an  analytical  framework  which  can  be 
used  to  evaluate  these  issues  and  the  potential  product/service  oppor- 
tunities in  this  market.  We  hope  that  this  framework  will  provide  a 
model  for  you  to  utilize  in  your  own  hospital  as  you  develop  your 
strategic  plans  for  aging  related  businesses. 


I.    THE  CHARACTERISTICS  OF  THE  ELDERLY  POPULATION 

The  elderly  population  poses  a  unique  marketing  problem  because: 

s   As  a  society  we  are  relatively  uneducated  about  aging- 
related  issues. 

•   Aging  is  viewed  as  a  very  negative  issue  in  our  society, 
placing  constant  pressure  on  all  of  us  to  act  and  be  young. 


29 


9       Marketing  to  the  elderly  is  typically  conducted  by  those 
who  have  never  experienced  what  it  is  like  to  be  perceived 
as  old. 

o   Information  resources  on  the  older  adult  are  very  scarce. 

As  such,  our  first  step  will  be  to  dispel  some  of  the  myths  about 
aging. 

ELDERLY  PROFILE:  KEY  FACTS 

o   The  Elderly  Spend  3  Out  of  Every  10  Discretionary  Dollars 
in  the  U.S. 

©   They  are  Loyal  Customers  to  Those  That  Provide  Them  With 
Good  Service 

®   They  are  Advertising  Conscious  and  Enjoy  Seeing  Those  in 
Their  Own  Age  Group  Portrayed  in  Ads 

e   They  Will  Change  Purchasing  Patterns  for  Price/Benefits 

e   They  Give  More  Financial  Support  Than  They  Receive 

%       Their  First  Priority  is  to  Health  Care  Bills 

•   Health  Care  Expenditures  Per  Person  65+  =  $2,638;  of  Which 
29%  is  Paid  Out-of-Pocket 


II.   THE  MARKET  FORCES  AFFECTING  THE  DELIVERY  OF  HEALTH  CARE  TO 
THE  ELDERLY 

The  current  and  future  state  of  the  health  care  industry  is  largely 
determined  by  forces  external  to  it.  We  have  broadly  defined  these 
forces  as: 

ECONOMICS 
DEMOGRAPHICS 
LABOR  &  RESOURCES 
TECHNOLOGY 

Before  reviewing  each  of  these  forces  individually,  two  important 
factors  should  be  noted.  First,  these  forces  are  dynamic  and  in 
constant  flux.  Secondly,  the  impact  of  these  forces  on  individual 
markets  will  be  different  because  the  market  characteristics  of  each 
specific  geographic  area  will  vary  significantly.  These  two  factors 
should  be  considered  when  you  review  the  impact  of  each  individual 
force  on  your  particular  marketplace. 

1.  ECONOMICS/FINANCING  OF  ELDERLY  HEALTH  CARE  COSTS 

Today  11%  of  our  nation's  population  is  over  65  years  of  age.  This 
group  accounts  for  29%  of  all  hospital  admissions  and  39%  of  total 
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patient  days.  As  the  elderly  population  grows,  health  care  programs 
must  be  expanded  to  accommodate  their  needs  and,  therefore,  more 
dollars  will  be  necessary  for  health  care  financing.  For  example, 
in  the  year  1990,  60%  of  all  males  over  65  will  be  veterans.  In 
response  to  this,  the  Veterans  Administration  has  initiated  several 
projects  in  the  area  of  aging.  Their  goal  is  to  serve  this  population 
with  the  most  cost-effective  comprehensive  programs. 

As  you  know,  the  government  is  closely  scrutinizing  all  health  care 
costs.  The  Congressional  Budget  Office,  in  the  study  which  will 
specifically  affect  the  long-term  care  system,  is  looking  at  the 
possible  inclusion  of  skilled  nursing  facilities  (SNF)  and  home  health 
agencies  (HHA)  under  a  prospective  payment  system.  Significant  cost 
savings  are  being  sought  through  this  program.  It  is  believed  that 
broadening  the  scope  of  the  prospective  payment  system  in  this  manner 
will  enhance  incentives  for  these  institutions  to  increase  their 
efficiency.  One  study  demonstrated  a  potential  cost  savings  of  $130 
million  by  1985  if  SNF's  and  HHA's  are  included  under  a  prospective 
payment  system. 

There  are  a  number  of  demonstration  projects  currently  underway 
throughout  the  country  that  are  geared  to  the  elderly  population. 
For  example,  the  Robert  Wood  Johnson  Foundation  is  funding  a  research 
project  on  HMO's  that  offer  all  inclusive  care  for  the  elderly. 
Interest  in  these  comprehensive  HMO's  for  the  elderly  is  quickly 
intensifying  as  statistics  demonstrate  them  to  be  a  cost-effective 
method  of  delivering  care. 

In  another  project,  Blue  Cross  and  Blue  Shield  has  devoted  one  quarter 
of  a  million  dollars  to  developing  programs  that  will  cut  nursing 
home  admissions  by  25%  and  shorten  average  length  of  stay  by  40%. 
In  addition,  many  private  foundations  are  granting  funds  for  aging 
related  projects. 

I  mention  these  examples  of  financing  vehicles  specifically  to 
encourage  you  to  be  creative  when  looking  for  financing  for  your 
elderly  service  programs.  Take  the  time  to  fully  investigate  all 
available  funding  alternatives  including  both  private  and  public 
sources. 

2.  DEMOGRAPHICS 

In  the  recent  past,  we  have  seen  tremendous  changes  in  the  demographic 
characteristics  of  our  population.  On  the  following  pages,  figures 
1  and  2  illustrate  one  of  the  more  significant  changes  in  population 
trends  that  has  occurred  in  the  last  half  of  the  century:  increase 
in  life  expectancy.  Figure  1  depicts  how  life  expectancy  from  birth 
has  increased  from  62.9  years  of  age  in  1940  to  74.5  years  in  1982. 
Life  expectancy  at  age  65  also  has  increased  significantly,  as  seen 
in  Fugure  2.  Currently,  when  we  reach  age  65  we  can  expect  to  live 
approximately  17  more  years.  This  particular  statistic  means  that 
20%  of  your  life  is  still  ahead  at  age  65. 
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FIGURE  1 


LIFE  EXPECTANCY  AT  BIRTH 
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FIGURE    2 


LIFE    EXPECTANCY   AT    AGE    65 


18 


16     : 


14 


12 


16.4 


16.8 


JiJEJwTM. 


1950 


1960 


1980  1982 


Source:         U.S.    National    Center    for    Health    Statisti- 


cs 


33 


These  figures  have  tremendous  implications  for  the  future.  For  pro- 
viders, they  indicate  an  opportunity  to  develop  programs  to  serve 
the  older  adult.  However,  as  this  population  is  so  diverse  and  is 
changing  ewery   day,  further  market  segmentation  is  necessary  to  under- 
stand the  characteristics  and  needs  of  each  segment.  To  assist  in 
planning  and  targeting  the  elderly,  the  group  has  been  segmented 
into  3  distinct  age  categories: 

65  -  74  years 
75  -  84  years 
Over  85  years 

The  fastest  growing  age  group  is  the  over  85  segment,  which  is 
expected  to  grow  by  40%  between  1982  and  1990.  This  growth  has  great 
implications  for  health  care  as  the  over  85  population  experiences 
a  disproportionate  amount  of  illness  and  disability.  This  older  adult 
segment,  therefore,  represents  those  with  the  greatest  need  for  both 
acute  and  chronic  health  care  services. 

Demographic  statistics  also  point  out  that  aging  is  a  women's  issue. 
At  age  65  women  outnumber  men  1  1/2  times,  and  by  age  85  there  are 
almost  2  1/2  women  for  every  man.  The  older  adult  consumer  of  health 
care  as  well  as  the  caregiver,  therefore,  is  likely  to  be  a  woman. 
Issues  related  to  these  statistics  should  be  considered  when  you 
plan  your  programs.  You  must  hire  your  personnel,  plan  your  marketing 
strategies  and  build  your  facilities  to  accommodate  the  needs  of 
the  particular  population  you  are  serving. 

Another  demographic  statistic  to  consider  when  studying  the  older 
adult  population  relates  to  their  living  arrangements.  These  statis- 
tics are  graphically  displayed  in  Figure  3  on  the  following  page. 
Note  that  69%  of  men  over  age  65  live  with  a  spouse  while  only  22% 
of  women  over  65  live  with  a  spouse  and  52%  live  alone.  This  repre- 
sents opportunities  for  providers  as  these  women  need  a  variety  of 
special  support  services  and  products.  It  is  safe  to  say  that  women 
now  in  their  late  50' s  are  not  as  adept  at  doing  finances  or  home 
maintenance  as  would  be  a  man  of  that  age.  They  have  relied  on  their 
husbands  to  handle  these  tasks.  Consider  services,  therefore,  that 
would  assist  women  in  these  areas.  The  range  of  service  and  product 
opportunities  for  men,  while  overlapping  slightly,  for  the  most  part 
differ.  Those  services  directed  to  men  could  include  such  things 
as  post-retirement  activities.  Keep  in  mind  this  will  change  as  more 
women  remain  single  and  have  lifetime  careers. 
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FIGURE  3 
LIVING  ARRANGEMENTS  OF  ELDERLY 
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FIGURE  4 
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Before  I  move  on  to  the  next  force,  I  would  like  to  briefly  mention 
some  economic  demographics  as  they  relate  to  the  elderly.  Figure 
4  presents  data  from  the  U.S.  Census  Bureau  on  per  capita  income. 
As  you  can  see,  the  elderly  do  not  necessarily  have  the  financial 
burdens  that  have  so  often  been  associated  with  them.  It  is  partic- 
ularly interesting  to  note  that  those  over  65  have  a  slightly  higher 
per  capita  income  than  those  between  the  ages  of  35-44.  Given  this 
knowledge,  there  are  opportunities  to  design  programs  that  focus 
on  pre-retirement  and  comprehensive  retirement  planning.  This  would 
be  challenging  and  require  lots  of  creativity,  yet  it  can  also  be 
profitable. 

Related  to  health  status,  there  are  numerous  diseases  and  degenera- 
tive conditions  which  create  problems  for  many  older  adults.  For 
example,  25%  of  people  living  outside  of  institutions  over  the  age 
of  65  have  incontinence  problems.  Seventy-five  percent  of  people 
living  in  institutions  also  have  incontinence  problems.  Here  is  an 
opportunity  for  developing  education  programs  and  new  products. 

It  is  important  to  note  another  problem  area  for  the  elderly  is 
accidents/falls  and  the  resulting  damage  to  their  skeletal  and 
muscular  systems.  Accidents  are  the  fourth  largest  cause  of  death 
in  people  over  the  age  of  65.  This  is  a  key  fact  to  remember  as  there 
are  safety  measures  that  can  be  taken  to  avoid  these  accidents,  such 
as  putting  up  grab  bars,  changing  a  knob  on  a  door  to  a  lever,  or 
eliminating  scatter  rugs.  As  you  can  see  from  even  this  brief  discus- 
sion of  demographics,  the  older  adult  faces  many  obstacles  and 
problems  that  require  individualized  attention  and  treatment.  You 
have  the  opportunity  to  focus  in  specific  areas  and  to  develop  teach- 
ing and  other  support  programs  to  assist  them  to  improve  their  quality 
of  life  while  increasing  your  revenues. 

3.  LABOR  AND  RESOURCES 

Labor  and  resources  is  the  title  we  use  to  categorize  the  third 
external  force  affecting  the  health  care  industry.  The  lack  of  avail- 
ability of  trained  personnel  to  care  for  the  elderly  is  a  key  issue. 
Unfortunately,  there  are  not  enough  specialists  trained  to  care  for 
this  population.  A  few  statistics  from  the  Wall  Street  Journal 
illustrate  this  point.  One  article  states  that  there  are  only  40 
geriatricians  in  the  country  and  only  6  fellowship  training  programs. 
Another  article  details  that  only  17%  of  all  physicians  actually 
visit  nursing  home  patients.  Yet,  there  are  more  elderly  patients 
in  nursing  homes  than  there  are  in  hospitals.  Another  important 
statistic  estimates  that  15-25%  of  all  elderly  people  have  significant 
mental  health  disorders,  and  21%  of  this  group  live  in  nursing  homes. 
However,  mental  health  training  of  nursing  home  staff  is  virtually 
nonexistent. 

The  picture  is  not  totally  bleak  as  there  are  some  programs  that 
focus  on  the  older  adult,  such  as  the  geriatric  nurse  practitioner 
program  at  Mountain  State  Health  Corporation.  In  addition,  many 
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companies  in  the  health  services  industry,  such  as  Medical  Personnel 
Pool,  Quality  Care,  Kimberly  and  Norrell,  are  attempting  to  provide 
training  to  professionals  in  the  care  of  the  geriatric  patient. 

As  a  provider  of  health  services,  you  must  be  sensitive  to  the  unique 
needs  of  the  older  adult  population.  In  order  to  do  this,  it  is  wise 
to  invest  time  and  effort  into  educating  personnel.  One  way  to  do 
this  is  by  tapping  the  expertise  of  the  aforementioned  health  care 
companies  and  the  schools  dedicated  to  furthering  geriatric  education. 
In  our  experience  in  conducting  such  sessions,  we  have  found  that 
health  care  managers  also  need  education  and  training  as  they  become 
more  involved  in  programs  for  the  elderly.  By  expanding  your  internal 
programs  to  include  personnel  training  for  the  care  of  the  older 
adult,  you  have  an  opportunity  to  be  a  frontrunner  in  this  expanding 
market. 

4.  TECHNOLOGY 

The  last  force  I  want  to  bring  to  the  forefront  is  Technology.  Popular 
belief  holds  that  the  implementation  of  the  Medicare  prospective 
payment  system  has  been  the  major  force  driving  the  shift  to  alternate 
site  care  and  home  care.  In  reality,  technological  advances  have 
also  played  a  major  role  in  the  growth  of  alternative  site  care  and 
home  care.  The  availability  of  equipment  and  services  tailored  for 
off-site  and/or  home  use  has  diminished  the  complete  reliance  on 
sophisticated  in-hospital  technology.  As  a  result,  the  choices  open 
to  patients  and  providers  have  expanded. 

The  impetus  for  these  technological  advances  stems  from  a  variety 
of  sources,  such  as  consumer  demand,  demographic  shifts,  and  changes 
in  disease  patterns.  Medical  product  companies,  therefore,  have 
increasingly  directed  research  dollars  to  the  development  of  labor 
saving  devices,  information  systems,  selfcare  products,  and  non- 
invasive technology;  all  of  which  contribute  to  enabling  the  patient 
to  be  maintained  in  the  home. 

Information  technology  and  the  computer  have  also  had  a  tremendous 
impact  on  health  care.  Many  new  programs  have  been  made  possible 
for  both  the  elderly  and  the  general  population  by  computer  age 
technology.  One  example  is  the  Plato  Stay  Well  program  which  places 
patients  in  behavior  modification  models.  Should  you  want  to  stop 
smoking,  stop  eating,  or  stop  drinking,  you  tell  the  computer  what 
you  have  done  one  day,  and  the  computer  tells  you  what  you  can  do 
the  next  day.  Hospital  Satellite  Network,  another  example,  has 
developed  programs  which  utilize  existing  television  equipment  to 
educate  medical  staff  on  disease  patterns  and  caregiving.  Most  of 
you  have  heard  of  Lifeline,  a  communications  device  which  has  been 
vary  valuable  in  improving  security  for  the  elderly  living  alone. 

In  summary,  the  impact  of  these  four  forces  is  an  uncertain  future. 
To  ensure  your  position  in  the  future,  it  is  imperative  that  you 
evaluate  these  forces  and  their  impact  on  your  individual  service 
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areas.  Do  not  rely  on  national  statistics;  look  closely  at  your 
situation  and  develop  strategies  that  will  utilize  your  strength 
and  will  fulfull  the  needs  of  your  community. 

Finally,  tremendous  opportunities  are  available  to  you  that  need 
only  to  be  tapped.  How  do  you  identify  these  opportunities  in  your 
individual  markets?  You  have  a  fabulous  resource  in  your  own  hospitals 
that  is  often  overlooked.  The  patients!  You  can  ask  them  questions 
about  their  needs  and  desires,  their  likes  and  dislikes.  You  do  not 
have  to  spend  thousands  of  dollars  doing  market  research.  You  could 
develop  a  simple  questionnaire  and  distribute  it  to  the  patients 
in  your  own  facility.  They  can  serve  as  valuable  resources  to  supply 
you  with  the  necessary  information  you  need  to  develop  strategic 
plans  to  serve  the  older  adult  population  in  your  marketplace. 
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IDENTIFICATION/EVALUATION  OF   THE  OPPORTUNITIES  AVAILABLE  FOR 
HOSPITALS  TO  DEVELOP  AGING-RELATED  BUSINESSES 


THINK  BROADLY 

In  looking  at  the  opportunities  in  a  marketplace,   it  is  important 
to  first  lay  out  all   of  the  potential   options  available.  Once  this 
is  done,  it  is  then  much  easier  to  identify  and  evaluate  those  parti- 
cular markets  and  products  which  best  fit  with  the  overall   goals 
and  objectives  of  your  hospital.   In  this  section  of  our  presentation, 
I  will   focus  on  identifying  for  you  all   of  the  many  aging-related 
opportunities  your  hospital   might  want  to  consider.   It  is  then  up 
to  you  to  narrow  down  the  choices  which  might  have  potential  within 
your  own  markets. 

The  following  table  lists  some  of  the  broad  industry  categories  which 
hospitals  should  consider  when  evaluating  potential   aging-related 
opportunities. 


HOSPITALS  HAVE   MANY  HEALTH  AND  NON-HEALTH  RELATED 

OPPORTUNITIES   TO  SERVE   THE   NEEDS  OF   THE  ELDERLY 

AND  THEIR  FAMILIES 


PRODUCTS- 


INDUSTRY 
SEGMENT 

HEALTH 

FINANCIAL 

EDUCATION 

HOUSING 

COMMUNICATIONS 

ENTERTAINMENT/LEISURE 

RETAIL/DAILY  LIVING 


^-SERVICES 


Hospitals  should  consider  not  only  service  opportunities,  but  also 
the  potential  to  sell  or  provide  products  to  assist  the  elderly. 
Lifeline  is  an  example  of  a  very  successful  product  which  can  assist 
the  security  needs  of  both  the  elderly  and  their  families.  And,  the 
market  is  growing  for  ADL  (assistance  in  daily  living)  devices  to 
aid  the  elderly. 

Later  on  I  will  discuss  some  of  the  specific  opportunities  available 
in  the  above  industry  segments. 


40 


SEGMENT  YOUR  MARKETS 

As  described  in  the  earlier  part  of  this  presentation,  the  elderly 
customer  market  is  complex  and  diverse.  There  is  no  one  elderly 
market,  but  rather  a  multitude  of  different  segments  based  on  the 
particular  needs,  demographics,  health  status,  and  other  character- 
istics of  older  adults.  An  additional  segment  of  the  older  adult 
market  which  is  often  missed  is  the  relative  or  "caretaker'  segment, 
This  may  include  children,  other  relatives,  spouses,  and  friends. 
Their  concern  and  responsibility  for  an  older  person  or  relative 
often  places  them  in  a  position  of  having  or  wanting  to  purchase 
particular  services  and/or  products  for  them. 

The  following  exhibit  lists  just  a  few  of  the  many  ways  to  segment 
the  elderly  population.  All  of  these  different  consumer  character- 
istics should  be  evaluated  by  hospitals  within  their  own  market 
areas.  This  analysis  is  necessary  before  any  final  decisions  can 
be  made  regarding  entry  into  aging-related  businesses. 


The  "Over -65"  Population  Must  Be  Segmented 
Into  a  Variety  of  Markets  Due  to  the  Diverse 
Characteristics  of  Elderly  Individuals 


Age  Category  \ 

Sex 

Geographic  Location 

Mobility 

Residence 

Financial  Status 

Expenditure  Patterns 

Employment  Status 

Family  Status 

Veteran  Status 

Educational  Background 

Health  Status 

Activity  Limitations 

Health  Care  Utilization  J 


SEGMENTATION  OF 
THE  ELDERLY 
POPULATION  - 
SELECTED  MARKETS 
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Besides  looking  at  consumer  segments,   hospitals  need  to  be  segmenting 
aging-related  markets  in  other  ways.   I  will   give  an  example  of  how 
one  might  segment  the  home  care  market,   a  market  characterized  by 
high  elderly  usage.  As  shown  in  the  following  exhibit,  we  can 
segment  this  market  in  four  major  ways: 


HOME    CARE    MARKET    SEGMENTATION 


Medical    Care 
vs . 
"Wei lness" 


Continuum   of   Care 
o      Di  agnosi  s       ^ 
o      Prevention 
o      Treatment 
o      Maintenance 


Products 

vs . 
Services 


Disease    Segment: 
o      Respiratory 
o      Renal 
o      Cardiac 
o      Orthopedic 
o      Other 


By  segmenting  the  market  in  this  way,   providers  can  then  specialize 
and  target  those  particular  segments  having  the  greatest  potential. 
And,  marketing  programs  can  be  developed  which  particularly  target 
the  needs  of  different  segments. 


DIVERSIFICATION  OPTIONS:   HEALTHCARE 

I  will    begin  my  discussion  of  opportunities  with  healthcare  oppor- 
tunities since  you  are  probably  more  familiar  with  these.  Those  of 
us  in  the  healthcare  industry  have  been  accustomed  to  relating  oppor- 
tunities to  serve  the  elderly  with  such  services  as  geriatric 
programs  and  nursing  homes.  However,  these  are  only  a  small   part 
of  all   of  the  programs  which  a  hospital   can  provide  to  assist  the 
elderly.   And,   we  need  to  look  beyond  the  critically  ill   elderly 
segment  to  seek  out  opportunities  to  serve  the  growing  and  larger 
segment  of   "well   elderly." 

On  the  following  page  is  an  exhibit  which  shows  some  of  the  many 
health-related  diversification  options  available  to  hospitals: 
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AGING-RELATED 


DIVERSIFICATION 
HEALTHCARE 


OPTIONS: 


Adul  t 
Day    Care 


Well ness" 
Programs 


Mobile 
Testi  ng 


Institutional 
Programs/Business 


Meal s-on-wheel s 

Diagnostic 
Screeni  ng 


Respite    Care 

Home    Care 
Products/ 
Servi  ces 


Vol unteer 
Programs 


AGING-RELATED  DIVERSIFICATION  OPTIONS:   HOUSING 

The  market  for  specialized  types  of  elderly  housing  is  growing 
rapidly  as  the  population  ages.  Contrary  to  popular  belief,  most 
elderly  do  not  move  to  the  sunbelt,  but  instead  prefer  to  stay  in 
their  own  community  where  they  have  friends  and  familiar  surround- 
ings. This  desire  to  "stay  at  home"  creates  opportunities  to  serve 
the  needs  of  the  elderly  for  smaller,  more  efficient  housing,   shared 
living  arrangements,  and  modification  of  existing  homes  to  make  them 
safer  and  more  adaptable  to  elderly  with  disabilities. 

The  following  are  some  of  the  many  elderly  housing-related  opportun- 
ities available  for  hospitals: 

©       Retirement  communities 

•  Specially  designed  apartments 
»       Shared  housing 

e  Congregate  living 

9  Granny  flats 

e  Home  modification  services 

*  Home  equity  conversion* 


*A  financial    arrangement  allowing  an  older  person  to  remain  in  their 
home  but  receive  monthly  annuity  payments  based  on  the  sale  of  the 
home  to  a  third-party. 
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In  looking  at  housing  options,  hospitals  must  take  considerable  care 
in  identifying  customer  segments  up-front,  and  determining  their 
particular  needs.  Housing  facilities  can  be  designed  to  appeal  to 
all  income  levels,  so  the  market  to  be  served  will  greatly  depend 
on  the  types  of  consumers  which  can  be  reached  by  the  hospital.  And, 
since  the  majority  of  elderly  are  women  and  often  single,  security 
systems  are  particularly  important. 


AGING  EDUCATION:  THE  CRITICAL  LINK 

Hospitals  targeting  the  older  adult  market  will  find  ample  opportun- 
ities available  to  provide  aging  education  programs.  Education  should 
begin  within  the  hospital,  with  all  employees  being  made  aware  of 
the  particular  needs  of  the  elderly  and  the  often  misunderstood  myths 
about  them.  This  education  is  particularly  critical  for  employees 
who  will  be  working  closely  with  elderly  persons  and  their  families. 
In  addition,  there  are  opportunities  to  provide  public  education 
programs  directed  toward  the  elderly  and  their  children  and  care- 
takers. These  may  not  be  money-makers,  but  can  be  valuable  marketing 
tools. 


EVALUATING  THE  OPTIONS 

This  brief  time  has  allowed  us  to  only  touch  on  some  of  the  many 
opportunities  available  for  hospitals  to  develop  aging-related 
businesses.  Once  you  conduct  your  own  market  assessment,  you  will 
undoubtedly  uncover  additional  options.  Once  all  of  the  potential 
options  have  been  identified,  the  next  step  is  to  narrow  them  down 
to  the  few  worth  really  pursuing. 

The  following  grid  is  a  valuable  tool  for  comparing  your  potential 
opportunities: 

RISK/RETURN  PORTFOLIO 
Evaluation  Criteria 

Capi  tal 
Options      Reg. Risk     ROI     Image    Goals 


Nursing  Homes     H  H 

Mobi 1 e 

Testi  ng  H 

Education        L       L        L        H 

Transporta ti  on 


H=  High 
L=  Low 
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By  using  this  risk/return  portfolio  or  a  similar  concept,  hospitals 
can  effectively  evaluate  the  appropriate  mix  of  businesses  which, 
together,  support  a  financially  viable  and  community-oriented 
program.  Some  programs  may  not  be  attractive  financially,  but  may 
help  promote  the  hospital's  image  or  other  aging  programs. 

As  hospitals  decide  to  develop  major  new  businesses  which  require 
large  up-front  capital  investment,  they  must  be  careful  not  to 
expect  immediate  returns.  Often  the  higher  the  financial  returns, 
the  higher  the  risk,  and  longer  the  lead  time  to  break-even.  One 
way  to  reduce  this  risk  is  through  acquisition  of  joint  ventures. 
Acquisition  may  require  large  capital  commitment  but  the  advantages 
are  that  a  known  quantity  is  purchased  and  there  is  no  development 
time.  Joint  venture  can  allow  sharing  of  risk  and  up-front  capital, 
and  can  also  be  a  way  to  allow  physician  participation. 


IN  CONCLUSION 

The  "aging  of  America"  is  happening  in  many  communities  today,  and 
represents  some  exciting  and  new  opportunities.  It  also  presents 
many  challenges  to  those  of  us  in  the  healthcare  industry,  as  there 
are  increasing  efforts  to  control  the  past  increase  in  financial 
expenditures  for  elderly  programs  and  services.  Hospitals  do  have 
opportunities  to  serve  the  needs  of  the  elderly  without  sacrificing 
their  bottom  line.  But,  it  will  take  both  creativity  and  a  willingness 
to  enter  new  and  riskier  businesses,  often  in  non-health  care  areas. 
And,  creativity  will  be  required  to  find  new  sources  of  capital, 
whether  through  ventures,  grants,  or  private  philanthropy. 

We  hope  that  our  presentation  was  helpful  in  giving  you  some  new 
insights  into  older  consumers  and  the  opportunities  for  your  hospital 
to  develop  aging-related  businesses.  There  is  a  wide-open  market 
out  there  for  those  who  can  forget  their  past  myths  about  the  elderly 
and  really  view  them  as  positive,  healthy,  and  willing  consumers. 
These  are,  indeed,  the  characteristics  of  the  majority  of  our  older 
adult  population  today. 

Thank  you. 
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"THE  TECHNOLOGY  EXPLOS I  ON  - -DETERMI N I NG  NEEDS" 

Douglas  Henderson-James 

Department  of  Health  Administration 

Duke  University  Medical  Center 

Durham,  North  Carolina 

It  has  become  commonplace  to  talk  about  the  new  directions  in  health 
care  delivery  that  evolving  payment  mechanisms  are  causing.  However, 
these  new  patterns  of  reimbursement  are  but  one  of  three  major  changes 
taking  place  in  the  delivery  of  health  care  in  the  United  States  and 
the  least  significant  in  the  long  run.  The  other  two  changes  are  the 
explosive  development  in  the  knowledge  base  of  the  basic  sciences 
upon  which  medicine  rests  and  the  behavior  of  patients.  The  rapid 
expansion  of  our  understanding  of  the  body  and  how  it  functions  is 
in  the  process  of  creating  a  major  turning  point  in  health  care 
organization  and  delivery. 

The  only  comparable  shift  to  the  one  we  are  undergoing  occurred 
between  1880  and  1910.  During  these  30  years  the  number  of  hospitals 
increased  from  175  (census  taken  in  1873)  to  approximately  6,000  in 
1910.  In  less  than  the  working  lifespan  of  a  hospital  administrator, 
the  county  went  from  virtually  no  hospitals  (of  any  type)  to  120 
general  hospitals  per  state. 

Also  during  this  period  of  time  the  two  key  professions  of  medicine 
took  the  shape  so  familiar  to  us.  The  nursing  profession  was  born, 
grew  and  matured  during  those  30  years.  At  the  beginning  of  the  1880s, 
there  were  no  schools  of  nursing  in  the  country.  By  1910  one  out  of 
every  four  hospitals  in  the  country  had  a  school  of  nursing.  At  the 
same  time  the  "regular"  physicians  gained  control  of  the  practice 
of  medicine,  with  the  following  results:  (1)  medical  licensure  laws; 
(2)  major  reduction  in  the  number  of  medical  schools  and  physicians; 
and  (3)  required  hospital  experience  before  practice. 

The  financing  of  hospital  care  also  changed.  The  base  shifted  from 
philanthropy  to  the  private  patient,  as  hospital  administrators 
wrestled  with  the  problem  of  hospital  per  diem  cost  increases.  These 
cost  increases  came  from  two  sources—increased  demand  and  the  conse- 
quent expansion  of  the  hospital  coupled  with  competition  to  provide 
the  most  modern  and  hotel -like  rooms  possible,  and  changes  in  the 
way  medicine  was  delivered,  particularly  the  technology  of  the  new 
medicine  (sterile  ORs,  rubber  gloves,  X-ray  equipment). 

The  locus  of  power  shift  from  the  trustees  of  the  hospital  who, 
because  they  paid  the  bills,  made  all  the  decisions  about  the  hos- 
pital, including  who  was  admitted  and  when  he  or  she  was  discharged. 
The  physician  was  the  recipient  of  the  shift,  because  the  physician 
now  controlled  the  source  of  financial  health,  the  pay  patient.  The 
hospital  that  did  not  accommodate  itself  to  its  medical  staff  stood 
in  danger  of  losing  those  physicians. 
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The  picture  that  is  being  drawn  is  a  familiar  one.  It  is  the  picture 
of  the  health  care  system  as  it  exists  today.  The  hospital  is  the 
center  piece.  The  physician  is  the  determiner  of  medical  practice. 
The  nurse  if  the  principal  care  giver.  The  physician  is  trained  in 
and  centers  his  practice  around  the  hospital.  Without  physicians  the 
hospital  is  a  failure.  The  basic  financial  arrangement  is  with  the 
patient  or  the  third  party  payor,  who  has  agreed  to  pay  all  or  part 
of  the  patient's  bill.  None  of  this  pictured  existed  prior  to  1880. 
This  change  was  the  most  fundamental  revolution  in  the  delivery  of 
health  care  in  the  United  States. 

Today,  we  are  at  a  similar  turning  point  in  the  history  of  health 
care  delivery.  We  are  at  this  point  because  of  the  developments  in 
the  knowledge  base  of  medicine,  because  of  the  computerization  and 
miniaturization  of  medical  technology,  as  well  as  economic  and  social 
pressures  in  American  society. 

While  there  are  many  areas  in  the  knowledge  base  that  can  be  dis- 
cussed, this  section  of  the  paper  will  focus  on  cellular  and  micro- 
biology. The  most  notable  of  the  developments  in  biology  in  the  last 
decade  has  been  the  growth  in  knowledge  about  recombinant  DNA  (RDNA). 
The  direct  results  of  this  knowledge  is  the  production  of  human  growth 
factor  and  interferon.  These  two  drugs,  if  we  may  call  them  drugs, 
are  just  the  beginning  of  the  new  generation  of  very  pure  strains 
of  drugs,  enzymes,  proteins  and  amino  acids  that  RDNA  will  produce. 
These  items  will  be  produced  in  large  quantities  and  at  low  cost  com- 
pared to  present  production  costs.  Yet,  it  will  not  be  this  facet 
of  RDNA  that  will  have  the  biggest  impact.  It  will  be  the  ability 
to  correct  genetic  abnormalities.  The  ability  to  replace  one  gene 
with  another  is  in  the  research  stage  now.  Genes  that  control  growth 
in  mice  are  being  replaced  by  those  in  rats  to  produce  "mighty  mouse" 
mice. 

Another  development  in  the  field  of  micro-biology  is  the  development 
of  mono-clonial  antibodies.  Mono-clonial  antibodies  are  just  what 
their  name  says  they  are:  clones  of  antibodies  that  react  to  one, 
and  only  one  body,  a  single  type  of  virus,  or  cancer  cell,  or  bacter- 
ium. This  unique  ability  makes  mono-clonial  antibodies  ideal  for 
diagnosis  of  diseases,  particularly  cancers.  They  are  able  to  identify 
the  presence  of  a  specific  body  at  levels  far  smaller  than  current 
tests,  thus  allowing  much  earlier  detection  of  disease.  Similarly, 
mono-clonial  antibodies  seem  ideal  for  the  delivery  of  drugs  to  the 
very  site  of  the  cancer.  Such  delivery  systems  will  not  affect  the 
cells  adjacent  to  those  with  the  cancer  since  the  mono-clonial  anti- 
bodies will  only  attack  the  one  single  type  of  cell  for  which  it  is 
programmed. 

In  yet  another  area,  research  is  beginning  to  open  the  door  to  signi- 
ficant medical  diagnosis  and  therapy  of  diseases  of  the  brain.  Clini- 
cal tests  on  a  variety  of  memory  enhancers  indicate  that  several  have 
real  promise.  Those  with  promise  have  been  able  to  slow  the  loss  of 
memory  and  even  help  recover  memory.  Work  with  depressed  patients 
has  shown  the  largest  recovery  factor,  as  much  as  80%.  The  potential 
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for  patients  suffering  from  senility  and  Alzhiemer's  disease  is  good. 
In  studies  of  those  with  no  memory  loss  (college  students),  their 
ability  to  recall  facts,  events  and  ideas  improved  by  as  much  as  20%. 
Likewise,  the  ability  to  improve  ordinary  memory  ability  holds  much 
promise  and/or  threat--consider  a  required  additive  to  milk,  bread, 
pasta  products  that  improves  memory  by  20%. 

Research  in  mental  illnesses  is  establishing  a  bio-chemical  basis 
for  many  of  the  major  mental  illnesses.  Today,  this  is  not  surprising. 
There  seems  to  be  a  basic  assumption  that  mental  side  of  man  is  as 
materially  based  as  the  physical  side.  That  is,  the  release  of  hor- 
mones, enzymes,  and  the  like  govern  our  emotions.  It  seems  logical 
that  the  malfunction  of  the  production  of  needed  hormones,  enzymes, 
amino  acids,  etc.  would  produce  non-normal  behavior.  The  work  on 
schizophrenia  suggests  that  this  hypothesis  is  true.  Expect  a  whole 
array  of  drugs  to  control  mental  illnesses  and  abnormal  behavior. 

A  third  area  of  brain  research  is  that  of  partial  brain  transplants. 
Current  work  in  Sweden  indicates  that  it  may  be  possible  to  cure 
Parkinson's  disease  with  brain  transplants.  Recently  reported  research 
in  the  U.S.  indicates  the  same  thing.  In  addition,  some  forms  of 
sterility  may  be  cured  through  such  transplants.  The  potential  for 
the  cure  of  brain  damaged  individuals  has  a  higher  probability  than 
at  any  time  in  the  past.  Research  on  regeneration  of  central  nervous 
tissue,  once  thought  not  to  occur  at  all,  has  shown  that  it  is  poss- 
ible to  regenerate  such  tissue.  Again  the  potential  for  aiding  spinal 
cord  injury  victims  is  much  greater  than  a  decade  ago. 

Behind  the  work  on  the  brain  and  the  development  of  RDNA  is  the  grow- 
ing body  of  knowledge  that  is  slowly  destroying  the  distinction 
between  food  and  drugs.  The  more  we  know  about  the  processes  of  the 
cell(s),  the  more  we  realize  that  that  which  cause  the  cell  to  do 
its  thing  are  the  basic  components  of  DNA  and  the  larger  molecules 
they  make  up--the  amino  acids.  Lecithin  is  but  one  example.  Is  it 
a  food  or  a  drug?  yery   pure  quantities  of  lecithin  (90%)  in  moderate 
dosages  were  responsible  for  some  of  the  memory  enhancement  noted 
above.  While  we  currently  give  certain  drugs  to  schizophrenics,  tests 
with  certain  amino  acids  indicate  that  they  contain  the  missing  build- 
ing blocks  that  control  schizophrenia.  Are  amino  acids  foods  or  drugs? 
Are  large  quantities  of  pure  amino  acids  food  or  drug? 

On  another  level,  the  development  of  "silver  bullets"  may  well  be 
in  the  making.  Mono-clonial  antibodies  provide  what  seems  to  be  an 
excellent  vehicle  for  the  delivery  of  drugs  to  the  specific  site  where 
the  drug  is  needed,  without  the  damage  that  now  occurs  with  the  modes 
of  delivery  currently  available. 

While  the  understanding  of  the  body  and  how  it  functions  proceeds 
apace,  the  development  of  equipment  to  analyze  how  the  body  functions 
and  to  repair  the  body  keeps  pace.  In  radiology,  we  are  moving  from 
the  visualization  of  anatomy  to  the  visualization  of  physiology.  The 
developments  of  PETT  and  NMR  scanners  are  the  beginning  of  our  ability 
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to  watch  the  body  work--at  cellular  and  smaller  levels.  This  develop- 
ment will  enhance  medicine's  ability  to  detect  illness  at  its  earliest 
stages.  With  corresponding  improvements  in  survival  rates. 

The  spread  of  digital  subtraction  radiolography  is  changing  who  can 
use  radiographic  equipment  and  where  the  equipment  can  be  used.  Many 
specialties  in  medicine  exist  because  of  the  lack  of  specific  informa- 
tion that  is  easy  to  understand.  The  introduction  of  programs  that 
take  such  information  amd  make  it  "reader  friendly"  reduces  the  need 
for  the  specialty  that  developed  to  read  that  information.  Such  is 
happening  to  radiology.  What  large  hospital  has  not  had  requests  for 
digital  subtraction  radiolographic  equipment  from  cardiologists,  from 
internists,  and  others?  Where  should  such  equipment  be  located,  in 
the  ER,  in  the  OR,  or  only  in  the  radiology  department? 

The  issue  of  location  is  also  important  to  the  clinical  laboratory. 
By  1990,  the  clinical  laboratory  will  be  entirely  computerized.  The 
units  will  be  smaller,  more  versatile,  and  more  powerful.  This  will 
lead  to  the  break-up  of  the  centralized  laboratory,  except  for  the 
storage  of  records.  Routine  tests  will  be  done  at  site  or  on  the 
floor.  This  development,  coupled  with  the  growth  in  home  computers 
and  mono-clonial  antibodies,  will  create  a  tremendous  home  testing 
market,  which  pregnancy  testing  has  just  begun  to  explore.  Both  radi- 
ology and  laboratory  results  will  be  digitally  stored  with  retrieval 
possible  anyplace  where  there  is  a  phone,  and  in  some  cases  where 
no  phone  is  available  (via  satellite). 

Whatever  we  say  about  surgery  today,  it  will  not  be  true  five  years 
from  now.  A  certain  well  known  Dallas  heart  surgeon  is  developing 
a  national  open  heart  surgery  service  that  will  do  open  heart  surgery 
(by-pass  surgery)  for  under  $5,000  a  procedure,  all  expenses  included. 
Yet,  there  is  a  real  question  of  how  long  such  a  service,  national 
or  not,  will  be  needed.  Working  with  lasers,  surgeons  have  vaporized 
plaque  build-up  in  leg  arteries.  The  procedure  is  a  one-day  operation. 
Lasers,  computers,  and  robotics  will  revolutionize  surgery  as 
thoroughly  as  did  antiseptic  techniques  and  the  X-ray  did  in  the  1880s 
and  90s.  Already,  the  U.S.  has  had  its  first  robot  performed  surgery. 
And  though  it  may  sound  surprising,  the  site  of  the  surgery  is  quite 
logically  the  brain.  The  exquisite  precision  that  is  needed  in  the 
cuts  makes  brain  surgery  ideal  for  computer  guided  robotic  surgery. 

If  surgery  is  being  revolutionized  by  lasers,  computers,  and  robotics, 
then  we  are  already  in  the  midst  of  another  major  revolution—the 
creation  of  life  in  the  laboratory.  Our  present  technological  ability 
to  store,  freeze,  and  manipulate  the  components  of  the  creation  of 
a  human  is  just  the  tip  of  the  iceberg  of  the  technology  dealing  with 
fertility.  We  are  storing  sperm,  uniting  egg  and  sperm  in  petrie 
dishes,  storing  zygotes,  and  freezing  embryos.  What  was  once  a  science 
fiction  method  for  traveling  to  the  stars  is  today's  reality.  As  was 
stated  at  the  beginning  of  this  section,  this  is  but  a  small,  small 
part  of  the  growing  knowledge  base  that  is  causing  fundamental  change 
in  organized  delivery  of  health  care.  This  paper  could  have  covered 
the  work  in  aging,  or  the  work  on  artificial  blood,  or  artificial 
organs,  or  transplants,  or  the  growth  of  organs,  limbs,  fingers  and 
toes,  but  it  did  not.  You  are  left  these  and  other  areas  to  discover. 
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What  does  all  this  mean?  Quite  simply,  it  means  that  we  are  changing 
our  basic  definition  of  medicine,  we  are  changing  who  provides  health 
care,  and  we  are  changing  how  that  care  will  be  delivered. 

The  historical  definition  of  medicine  is  to  care  for  and  to  cure  those 
injured  or  sick.  The  developing  definition  includes  care  and  cure  as 
it  adds  creation  and  death.  No  explanation  is  needed  for  the  creation 
aspect  of  this  new  definition,  but  that  of  death  needs  a  sentence 
or  two.  The  development  of  hospice  care  makes  legal  and  socially 
acceptable  what  many  doctors  have  done  throughout  the  ages,  making 
bearable  dying  for  the  dying.  However,  this  official  recognition  of 
medicine's  role  in  death  is  new--as  is  the  general  acceptance  of 
hospice  care.  This  is  but  the  beginning  of  a  basic  change  in  our 
society's  view  of  death.  We  are  becoming  more  tolerant  of  those  who 
try  to  and  who  do  end  their  lives.  Such  tolerance  brings  with  it  the 
first  steps  in  which  medicine  plays  an  active  role  in  the  death.  The 
Cerebral  Palsy  victim,  on  the  west  coast,  is  but  one  example  of  the 
type  of  requests  that  medicine  will  receive.  The  political  statement 
by  the  Governor  of  Colorado,  that  people  with  serious  chronic  ill- 
nesses should  die  and  get  out  of  the  way  of  those  younger,  is  just 
the  beginning  of  our  political  process  of  dealing  with  this  topic. 
Medicine  is  responding  by  creating  specialties,  for  physicians-- 
Thanatology,  in  nursing--hospice  care.  This  new  medicine  moves  us 
from  the  question  of  who  shall  live,  to  what  shall  we  make,  and  how 
shall  we  die. 

As  we  redefine  medicine,  we  are  also  changing  who  can  practice  medi- 
cine with  its  inevitable  divisiveness.  The  divisions  are  among  physi- 
cians, between  physicians  and  other  practitioners,  and  between 
physician  and  patient.  The  tension  among  physicians  over  control  of 
turf  will  increase  in  the  coming  years.  The  battles  between  radiolo- 
gist and  everybody  else  will  be  something  to  watch  or  participate 
in.  Similar  battles  will  occur  between  pathologists  and  everybody 
else.  The  brief  discussion  on  the  technological  developments  gives 
a  glimpse  of  the  reasons  why  such  tension  will  occur. 

Internal  struggles  will  not  be  the  sole  arena  for  the  control  of  the 
practice  of  medicine.  As  the  technology  of  health  care  becomes  more 
sophisticated,  the  physician  has  to  allow  others  to  assist  him.  The 
medical  scientist  (chemists  and  physicists)  and  technicians  become 
as  important  as  the  physician  when  medicine  uses  CT  scanners,  linear 
accelerators,  NMR,  etc.  As  more  and  more  of  the  knowledge  base  becomes 
less  and  less  gray,  the  less  important  will  become  the  radiologist 
and  the  more  important  will  become  those  who  maintain  the  equipment, 
those  who  make  sure  that  it  reads  correctly  and  that  it  is  set  proper- 
ly. (Gray  knowledge  is  the  knowledge  of  specialists  because  it  takes 
years  of  study  to  read  grays;  black  and  white  knowledge  can  be  under- 
stood by  most  everybody.  Take  the  case  of  an  X-ray  of  a  good,  clean 
broken  bone.  It  is  black  and  white.  Anybody  can  read  that  X-ray,  one 
does  not  need  the  radiologist.  However,  a  hair  line  fracture  could 
be  another  matter.  The  lack  of  clean  resolution  requires  somebody 
with  the  training  and  years  of  experience  to  read  the  image.  Develop 
a  program  to  read  the  image  and  make  clean  the  resolution,  without 
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any  loss  of  information,  and  presto,  anybody  can  read  the  new  image. 
So  much  for  the  radiologist.) 

The  growing  recognition  of  chiropractors,  podiatrists,  and  dentists 
as  members  of  hospital  staffs  is  but  one  sign  of  the  increased  com- 
petition physicians  face  from  other  prividers  of  care.  The  competition 
is  particularly  crowded  in  the  mental  health  field  but  growing  in 
the  physical  health  field.  While  physicians,  in  this  state,  won  the 
most  recent  court  battle  over  the  ability  of  nursing  to  invade  the 
fringes  of  medicine  it  will  not  be  the  last  battle  nor  will  physicians 
win  them  all.  The  growth  of  PAs,  nurse  practitioners,  and  nurse  mid- 
wives  will  threaten  the  practice  of  physicians  who  will  respond  with 
unsuccessful  attempts  to  limit  their  numbers.  At  the  same  time  these 
"lesser  doc's"  will  attempt  to  remove  themselves  from  under  the  con- 
trol of  physicians.  Nurses  will  go  out  on  their  own  in  greater  numbers 
than  at  present.  In  the  areas  of  diagnosis  and  evaluation,  there  will 
be  direct  competition  with  physicians.  The  whole  area  of  diet  control 
is  but  one  example  of  nurse  competition  with  physicians.  In  Durham, 
there  are  seven  physician-run  diet  programs,  at  least  five  nurse-run 
programs,  and  several  chain  programs. 

The  last  area  of  battle  for  the  control  of  medicine  will  be  between 
the  physician  and  the  patient.  Much  of  the  new  knowledge  lends  itself 
to  home  usage.  The  developing  mono-clonial  antibody  tests  are  perfect 
for  home  use.  Disposable  test  tubes,  packaged  in  attractive  dispen- 
sories,  coated  with  the  mono-clonial  antibody,  will  sit  in  the  medi- 
cine cabinet.  On  a  monthly  basis,  or  some  other  regular  interval, 
the  individual  will  prick  a  finger  and  see  what  if  any  signs  of  pre- 
cancer development  exist.  The  blood  will  change  color  according  to 
the  type  of  cancer  involved.  (It  is  important  to  know  that  there  are 
over  200  companies  in  the  U.S.  working  with  mono-clonial  antibodies, 
and  100  plus  companies  engaged  in  RDNA  work.  And  the  U.S.  is  not  the 
only  country  involved  in  this  research.) 

Particularly  in  the  areas  of  diagnosis  and  evaluation,  the  patient 
(consumer)  will  be  his  or  her  own  physician.  This  will  extend  to 
therapy  as  the  breakdown  between  drugs  and  food  develops. 

All  of  these  challenges  to  the  physicians'  reign  will  be  assisted 
by  computers  and  robots.  How  do  PAs  and  nurse  practitioners  function 
away  from  the  physician?  They  use  protocols  to  determine  what  should 
be  done  with  a  patient.  Protocols  are  simple  branching  exercises. 
If  the  patient  answers  yes  to  this  question,  follow  this  path;  if 
the  answer  is  no,  follow  another  path.  This  is  what  computers  do  best. 
Somebody  is  going  to  make  a  fortune  selling  those  protocols  to  those 
of  us  with  access  to  a  computer.  Available  now  are  software  packages 
that  act  as  one's  psychologist.  Far  more  complex  diagnostic  computer 
programs  are  under  development  at  several  medical  schools.  One  general 
medical  program  has  been  so  successful  that  it  is  routinely  used  at 
the  ER  of  a  hospital  associated  with  the  University  of  Pittsburg's 
medical  school . 
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The  organization  of  medicine  cannot  remain  static  with  this  magnitude 
of  change  occurring  around  it.  The  control  of  the  care  of  the  patient 
is  going  to  continue  to  move  away  from  physicians  and  toward  those 
who  control  the  finances  of  the  care.  In  general,  HMOs,  PPOs,  and 
other  forms  of  capitation  systems  tend  to  place  the  physician  in  the 
role  of  a  techician  who  follows  well  defined  systems  of  procedures. 
And  it  is  toward  capitation  systems  of  payment  that  the  health  care 
system  is  moving.  Past  advocates  of  the  DRG  system,  such  as  Paul 
Ell  wood,  are  moving  away  from  that  system  to  HMOs  because  the  DRG 
system  does  not  do  the  one  thing  necessary  to  control  the  rising  con- 
sumption of  health  dollars,  keep  the  patient  out  of  the  hospital. 
In  fact,  the  incentives  are  just  the  opposite.  The  more  admissions 
of  the  right  type,  the  better  off  the  hospital.  Mr.  Ellwood  is  now 
arguing  that  the  whole  reimbursement  system  should  be  a  capitation 
system.  Similar  arguments  are  being  heard  from  the  architect  of  the 
legislation  that  established  the  DRG  system  of  reimbursement,  Repre- 
sentative Gebhart.  Gebhart  and  Kennedy  have  introduced  a  bill  that 
will  put  ceilings  on  the  amount  of  money  that  goes  into  a  state  from 
federal  coffers.  If  there  is  any  movement  in  changing  reimbursement 
mechanisms  in  this  country,  it  is  toward  capitation. 

The  location  of  services  is  moving  and  will  continue  to  move  away 
from  the  hospital  and  toward  the  ambulatory  setting  and  to  the  home. 
The  development  of  birthing  centers,  ambulatory  surgical  centers, 
nursing  centers,  and  the  myriad  substitutes  for  the  ER  are  but  the 
most  visible  signs  of  this  movement.  Much  of  the  technology  and  knowl- 
edge base  developments  mentioned  earlier  will  accelerate  the  movement 
out  of  the  hospital  to  another  site.  This  will  cause  the  giving  of 
care  to  be  both  more  fragmented  and  part  of  a  system  of  providers. 
The  specific  site  of  care  will  include  various  outpatient  centers, 
many  catering  to  one  specialty  of  medicine  (plastic  surgery,  Ob-Gyn), 
the  physician's  office,  the  hospital,  special  symptom  centers  (pain, 
headache,  depression,  stress),  rehabilitation  centers  (physical  ail- 
ments, recovery  from  operations,  drug  and  other  dependencies),  urgent 
care  centers,  doc-in-the-box,  and  new  ones  too  new  to  name. 

Much  of  the  paper  work,  diagnosis,  evaluation  and  follow-up  care  will 
be  done  by  the  developing  communications  capabilities  of  fiber-optics, 
laser  disk  storage,  retrieval  and  playback,  computers  and  satellites. 
In  the  ambulatory  center,  the  physician's  office  and  in  the  hospital, 
much  of  the  daily  routine  work  of  seeing  patients,  keeping  and  check- 
ing charts,  writing  prescriptions,  etc.  will  be  done  without  the 
patient  coming  to  the  center,  the  physician,  or  the  hospital.  The 
new  communication  systems  and  networks  will  encourage  home  care  of 
all  types:  (1)  at  home  telemetry;  (2)  at  home  self  care  via  computer 
driven  protocols  and  psychology  software;  and  (3)  at  home  evaluation, 
diagnosis,  and  treatment.  These  new  communications  systems  will  also 
allow  the  development  of  centralized  data  banks  of  medical  knowledge, 
patient,  and  community  histories. 

These  changes  will  be  hastened  by  economic  and  social  pressures  in 
the  society  at  large.  The  economics  of  the  practice  of  medicine  is 
such  that  hospital  care  is  becoming  the  care  of  last  resort.  The 
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economic  pressure  will  be  to  move  all  services  out  of  the  hospital 
as  soon  as  they  can  be  done  in  a  less  expensive  place  with  comparable 
quality  of  care.  There  is  no  real  reason  to  assume  that  this  develop- 
ment will  not  continue.  Changes  in  technology  and  the  knowledge  base 
of  medicine  are  pushing  the  system  in  the  direction  of  more  ambulatory 
care,  but  knowledge  and  ability  do  not  have  the  same  urgency  as  an 
economic  crisis. 

The  level  of  general  education  has  been  rising  the  last  20  years  even 
as  the  top  of  the  population  scores  less  well  on  tests.  This  means 
a  population  that  is  capable  of  and  desires  to  learn  more  about  taking 
care  of  itself  and  about  health  and  medical  care.  This  trend  has 
several  consequences  for  health  care:  (1)  there  will  be  less  reliance 
on  physicians  as  the  sole  source  of  knowledge  and  action  about  health 
and  illness;  (2)  there  will  be  more  involvement  in  physicians'  decis- 
ions about  diagnosis,  evaluation,  and  therapy;  (3)  there  will  be  more 
willingness  to  use  alternative  services  (birthing  centers,  ambulatory 
surgery  centers,  doc-in-the-box) ;  and  (4)  there  will  be  more  self- 
diagnosis,  self-treatment,  and  self-referral. 

Consequently,  the  health  care  system  of  the  future  (2000)  will  have 
the  followinq  characteristics: 

A*  The  hospital  will  be  limited  to  the  following-- 

1.  Elective  surgery  of  the  most  sophisticated  type,  neurosurgery, 
transplants,  inplantation  of  artificial  organs,  restructuring, 
creation  and  modification  of  life. 

2.  High  risk  deliveries;  and 

3.  Trauma. 

B*  There  will  be  new  institutions  that  will  be  halfway  between  the 
hospital  and  ambulatory  care  settings. 

1.  They  will  be  limited  to  stays  of  less  than  four  days  for 
acute  care. 

2.  They  will  be  limited  to  stays  of  less  than  three  weeks  for 
respite  care.- 

3.  These  units  will  be  used  for  observing  those  who  are  deliver- 
ing or  about  to  have  or  just  have  had  ambulatory  surgery. 

4.  They  will  be  used  for  the  stabilization  of  patients  prior 
to  movement  to  a  hospital. 

5.  They  will  be  used  for  the  respite  care  of  sick  individuals 
of  all  ages. 
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The  center  of  the  health  care  system  will    be  the  Ambulatory  Health 
Care  Center   (AHCC). 

1.  It  will   consist  of  day  medical   care,  day  surgical   care, 
private  or  group  practice  offices,   and  an  ancillary  support 
division. 

2.  The  AHCCs  will    be  physically  joined  with  the  new  very  short- 
stay  institutions. 

3.  The  financing  of  most  care  will    be  prepaid. 


*  However,  most  care  will    be  given  in  the  home. 

*  The  major  focus  of  the  system  will   be  evaluation  and  early  diagnosis 
and  treatment. 


What  does  this  mean  for  the  small   hospital?  For  the  small   hospital 
to  survive  into  the  21st  century,   it  will    have  to  change  what  it  is. 
It  will   have  to  become  something  new.   Ideally,  the  small   hospital 
will   become  a  combination  Ambulatory  Health  Care  Center  and  a  very 
short-stay  institution.    It  will    be  organizationally  linked  to  the 
large  regional    hospital    and  in  a  consortium  of  small    rural    health 
care  organizations. 

To  move  toward  this  ideal,  or  even  to  survive  in  any  form,   the  rural 
hospital    (and  by  this   I  mean  administration)   must  communicate, 
coordinate,   and  cooperate.   Communication  has  to  be  with  five  groups: 
(1)  the  board  of  the  hospital;    (2)  physicians  and  nurses   (please  do 
not  ignore  nurses,   they  are  a  potential    source  of  revenue—home 
nursing  services,  respite  care);   (3)  the  businessmen  who  lose  business 
when  individuals  seek  care  outside  the  community;    (4)  patients  and 
potential   patients;   and   (5)  the  public.   The  message  has  to  be  divided 
into  two  parts--the  future  and  how  to  bring  it  about,   and  how  to  sur- 
vive until   the  future  arrives.    It  is  the  administration's  responsibil- 
ity to  help  the  community  decide  what  it  wants  the  hospital   to  become, 
in  five,   ten,   and  even  fifteen  years  from  now. 

The  rural    hospital   must  coordinate  its  efforts  with  other  rural    hos- 
pitals.  There  is  no  sense  in  reinventing  the  wheel,   nor  in  fighting 
battles  alone.  At  the  association  level,  at  the  state  level,  and  at 
the  national    level,   rural    hospitals  have  to  coordinate  their  activ- 
ities for  survival.   There  needs  to  be  a  unified  voice  speaking  for 
the  rural    hospital    if  it  wants  to  survive,   to  get  access  to  the 
capital,   political   power,   and  labor  that  it  will   need  to  survive. 

The  rural    hospital   must  cooperate  with  its  fellow  rural    hospitals. 
Cooperate  in  the  sense  of  the  midwest  farm  cooperatives,   in  the  sense 
of  the  developing  consortia,   and  in  the  sense  of  systems.   The  models 
are  many—there  are  the  all    rural    systems,   the  melange   (the  single 
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big  hospital  and  the  many  small  hospitals),  there  are  hospital  only 
systems,  hospital  and  nursing  home  systems,  hospital,  nursing  home, 
HMO,  and  Social  Maintenance  Organization  systems.  The  management  tasi. 
of  change  is  greater  than  most  administrative  staffs  in  small  rural 
hospitals  can  cope  with.  Without  access  to  help  in  planning,  finance, 
legal  matters,  medical  staff  arrangements,  education,  and  personnel, 
the  ability  of  the  rural  hospital  to  deal  with  the  changes  that  new 
medical  knowledge  is  creating  will  be  minuscule  at  best.  There  will 
be  few  places  for  the  small  hospital  as  we  know  it.  The  small  hos- 
pital must  change  or  disappear. 
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FREDERICK  L.   SOULE 

Competition  is  a  word  that  takes  on  new  meaning  for  hospitals  every 
day. 

Hospitals  in  smaller  communities  once  dealt  with  only  the  most 
obvious  form  of  competition—other  hospitals  in  other  communities. 
Each  would  have  its  own  medical    staff,   and  each  competed  to  get 
patients  to  its  doctors. 

In  larger  communities  with  more  than  one  hospital,  competition  is 
a  little  more  complicated.    In  this  situation  the  competition  is 
getting  doctors  to  use  your  hospital    rather  than  the  competitor's. 

Now  competition  has  become  even  more  complicated.  There  is  competi- 
tion from: 

--  Radiologists  and  large  group  practitioners  with  their  own 
X-ray  equipment.    In  some  places  this  is  long-established 
practice,   but  in  smaller  communities  this  kind  of  competition 
i  s  just  beginning. 

--  Ambulatory  surgical   centers  and  urgent  care  centers. 

--  Organized  patient  groups.   The  health  maintenance  organiza- 
tions and  business  coalitions.   The  weight  of  these  factors 
varies  from  community  to  community  right  now,   but  all    hos- 
pitals will    be  affected  sooner  or  later.   The  challenge  is 
how  to  deal   with  more  informed  consumers,   and  how  to  be  a 
more  knowledgeable  provider  of  health  care  services. 

A  joint  venture  medical    office  building  constructed  on  hospital 
land  is  one  way  hospitals  can  deal   with  growing  competition. 
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Your  hospital's  medical  staff  strength  and  loyalty  is  essential 
in  order  to  compete,  and  essential  to  becoming  a  more  knowledgeable 
provider.  A  joint  venture  medical  office  building  can  help  develop 
the  kind  of  medical  staff  strength  and  loyalty  hospitals  need  today. 

A  medical  office  building  on  hospital  land,  with  the  hospital  and 
physicians  in  the  building  participating  in  the  construction  and 
occupancy  of  the  building  has  a  number  of  benefits: 

--  It  provides  a  modern  structure  for  attracting  patients.  In 
the  community,  it  raises  the  public  visibility  of  physicians 
with  offices  in  the  building. 

--  In  our  community,  it  gave  positive  reinforcement  to  the  pro- 
fessional image  of  local  physicians. 

--  It  makes  it  easier  for  physicians  to  admit  patients  to  the 
hospital,  because  the  hospital  is  right  next  door. 

--  It  can  help  recapture  some  of  the  laboratory  and  X-ray  work 
being  lost  to  other  facilities. 

--  Among  physicians  in  the  building,  dialogue  increases  between 
specialists  and  primary  care  physicians.  In  Caldwell 
Memorial's  Mulberry  Medical  Park  building,  a  sort  of  informal 
quality  assurance  mechanism  has  developed  because  physicians 
see  each  other  and  talk  with  each  other  more  often.  Our  phy- 
sicians have  developed  a  pride  in  the  building;  each  wants 
the  public  to  relate  the  building  to  quality  service. 

--  For  communities  needing  more  physicians,  a  medical  office 
building  with  space  ready  to  be  developed  into  personalized 
offices  is  helpful  in  recruitment. 

--  Physicians  have  more  time  for  their  patients.  A  physician 
next  door  to  the  hospital  doesn't  have  to  drive,  and  doesn't 
have  to  learn  two  medical  record  systems. 

--  There  also  can  be  financial  benefits  for  the  doctors  in  the 
building.  These  benefits  will  be  discussed  later. 

How  Mulberry  Medical  Park  began. 

Hospitals  wishing  to  investigate  joint  venture  medical  office  build- 
ings should  make  an  analysis  of  the  medical  staff  to  determine  such 
things  as  age,  office  location  and  admitting  patterns.  A  hospital 
also  should  know  its  share  of  the  patient  market,  and  have  land 
available  for  a  medical  office  building.  The  hospital  should  begin 
asking  these  kinds  of  questions: 

--  Do  physicians  need  a  modern  building? 

--  Do  physicians  want  to  convey  a  more  professional  image? 
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--  Can  the  hospital  provide  adequate  parking  along  with  a  build- 
ing? 

--  What  kind  of  ownership  benefits  can  be  given  physicians 
participating  in  the  project? 

Caldwell  Memorial  Hospital  has  six  other  hospitals  within  25  miles. 
Before  Mulberry  Medical  Park,  Caldwell  Memorial  had  only  about  40 
percent  of  its  market  share  of  county  residents.  Patients  were  going 
elsewhere. 

We  felt  the  need  to  raise  the  professional  image  and  community  visi- 
bility of  our  medical  community.  We  also  wanted  to  recruit  more 
young  doctors,  but  there  was  no  suitable  office  space,  especially 
near  the  hospital.  Land  next  to  the  hospital  was  owned  by  the  hos- 
pital, and  a  long-range  facility  plan  called  for  using  this  land 
for  a  medical  office  building.  The  plan  also  said  that  a  multi- 
occupancy  office  building  would  be  a  better  use  of  the  land  than 
several  single-story  buildings. 

The  idea  for  Mulberry  Medical  Park  began  to  grow  when  two  family 
practitioners  approached  the  hospital  with  the  thought  of  building 
their  own  office  on  hospital  land.  They  had  rented  for  15  years 
and  wanted  ownership.  Since  we  felt  that  a  larger,  multi -occupancy 
building  was  preferable,  other  physicians  were  asked  if  they  would 
consider  moving  into  such  a  structure.  There  was  interest,  and  the 
hospital  began  looking  for  ways  to  make  such  a  venture  work. 

Several  large  office  building  firms  were  contacted.  They  were  ex- 
perts at  construction  and  well  versed  on  cost  estimates,  quality 
of  finishes  and  planning  for  space  needs  for  doctors.  But  they  had 
less  expertise  in  organizing  doctors  into  an  ownership  group  and 
raising  money  for  construction. 

We  needed  more  than  building  plans  and  specifications.  We  needed 
help  with  the  types  of  organizations  that  could  or  should  be  created 
to  achieve  the  goals  of  the  doctors  and  the  hospital.  We  needed 
a  leader  and  organizer  knowledgeable  in  more  than  cookbook  building 
design.  We  needed  financing  options  and  we  needed  to  know  how  the 
building  would  be  run  after  it  was  built. 

At  this  point  I  learned  about  another  approach  to  medical  office 
building  development  from  another  hospital  administrator.  He  intro- 
duced me  to  Jim  Cogdell  and  his  development  firm.  Cogdell  Developers 
Inc.,  offers  a  full  range  of  development  services  including  demo- 
graphic studies,  partnership  formation,  financing  sources,  construc- 
tion supervision,  building  management,  and  consulting  services. 
Cogdell  has  worked  closely  with  hospitals  in  reorganization  efforts, 
and  has  assisted  in  the  formation  of  "for  profit"  corporations  to 
manage  medical  office  buildings.  Cogdell's  professional  management 
division  provides  on-going  support  to  medical  office  buildings 
through  the  supervision  of  day-to-day  operational  activities  and 
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ensuring  that  partnership  responsibilities  are  carried  out.  From 
Jim  Cogdell  we  learned  how  to  put  it  all  together  by  joining  the 
doctors  and  the  hospital  in  a  partnership  so  that  we  could  raise 
the  money  to  finance  a  building  and  reach  each  partner's  goals. 

I  realized  that  a  project  of  this  type  was  a  lot  more  involved  than 
the  build-to-rent  offices  I  had  experience  with,  and  I  recommended 
to  our  board  that  we  work  with  Jim's  firm  to  develop  a  proposal. 

Selling  the  idea  to  the  hospital   board. 

Up  to  this  point  we  had  learned  a  lot,   but  now  I  had  to  sell   the 
idea  to  the  hospital   board.  The  idea  of  a  multi -occupancy  building 
was  not  new,   but  the  joint  venture  part  was.   I  focused  on  the  reason 
for  a  medical  office  building—increasing  hospital   admissions. 

Some  members  of  the  board  were  concerned  that  we  would  not  own  the 
building.  Some  had  a  problem  with  the  hospital   investing  to  make 
the  financial   arrangements  easier  for  the  doctors.   But  by  emphasiz- 
ing that  we  grow  together  and  that  we  were  not  in  the  business  to 
develop  real   estate,  the  board  agreed  to  take  the  first  step  and 
allow  a  proposal   to  be  developed.   I  think  a  valuable  argument  was 
the  benefit  of  using  physician's  equity  to  reduce  the  hospital's 
borrowing,   and  the  fact  that  the  debt  financing  was  not  on  the 
hospital ' s  books. 

Having  a  developer  like  Jim  Cogdell   and  an  architect  like  Ralph 
Brice--who  as  a  team  have  completed  12  medical   office  buildings 
occupied  by  over  250  physicians  in  9  cities  in  the  Carolinas--was 
a  great  advantage  in  talking  with  the  board.   The  experience  Mr. 
Cogdell   and  Mr.  Brice  showed  in  their  knowledge  of  financing, 
specialty  design  and  construction  gave  the  board  confidence  to  pro- 
ceed with  development  of  the  project. 

The  hospital   put  up  the  money  for  the  development  phase  (the  pre- 
liminary survey  and  preparation  of  the  loan  package).   The  commit- 
ment was  in  the  low  five  figures  and  if  we  formed  the  partnership 
and  proceeded  with  the  project  the  money  would  be  paid  back  to  the 
hospital    by  the  partnership. 

Here  are  some  of  the  steps  we  took  in  the  development  phase: 

--  Options  for  ownership  and  financing  were  presented. 

--  The  partnership  group  was  formed  on  an  informal   basis,  and 
the  building  size  was  planned  based  on  estimates  of  space 
use. 

--  Preliminary  floor  plans  and  site  location  plans  were  pre- 
pared. 

--  Preliminary  financial  feasibility  analysis  and  reports  were 
prepared,  along  with  an  estimated  building  budget  and  other 
documents  showing  such  things  as  cash  flow  and  tax   shelter. 
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--  A  master  plan  and  estimated  time  schedule  was  prepared. 

--  A  loan  package  was  prepared. 

The  form  of  ownership  and  deciding  how  much  empty  space  the  hos- 
pital would  rent  itself  were  major  issues.  The  land  lease  also  was 
a  key  item  because  when  the  building  is  fully  leased  and  the  hos- 
pital no  longer  is  a  limited  partner,  the  land  lease  is  its  only 
source  of  control  over  the  building.  The  writing  of  the  land  lease 
is  critical . 


JAMES  W.  COGDELL 

Three  types  of  ownership  of  a  medical  office  building  are  common. 

--  Corporation  ownership.  The  corporate  structure  is  not  the 
way  to  go.  Remember,  you  are  trying  to  make  something  happen 
that's  good  for  the  investor,  your  doctor,  who  will  go  into 
your  building  and  in  turn  will  admit  patients  to  your  hos- 
pital. The  corporation  gives  sheldered  liability  to  the 
stockholders  and  officers  of  the  corporation,  but  does  not 
pass  through  any  tax  benefits  to  the  investors. 

--  Condominium.  We  and  others  have  tried  condominiums,  and  they 
are  less  staisfactory  than  partnerships.  Condominium  space 
often  is  difficult  to  sell,  and  often  is  not  designed  from 
the  physician's  standpoint.  And  since  a  doctor  must  buy  a 
fixed  amount  of  space,  he  lacks  the  flexibility  to  expand 
as  his  practice  expands. 


--  Partnerships.  A  partnership  with  the  physicians  as  limited 
partners  and  someone  else  as  a  general  partner  has  advan- 
tages. The  limited  partners'  liability  is  limited  to  their 
investment.  A  limited  partner  realizes  some  tax  advantages. 
A  partnership  structure  also  builds  flexibility  into  the 
medical  office  building. 

The  general  partner  is  the  center  of  the  wheel. 

In  a  partnership  venture,  the  physicians  are  the  limited  partners. 
There  must  be  at  least  one  general  partner.  If  all  the  physicians 
were  general  partners,  each  would  have  equal  voice  in  the  management 
of  the  building.  A  general  partnership  is  an  unruly  entity  to  con- 
trol, and  I'd  advise  staying  away  from  it.  One  general  partner  is 
preferable,  a  general  partner  who  puts  together  the  whole  package. 

In  our  partnerships,  J.  W.  Cogdell  usually  is  the  general  partner. 
Among  the  guarantees  you  want  to  give  the  limited  partner  physicians 
is  the  right  to  remove  the  general  partner  without  cause  at  any 
time.  A  lot  of  hospitals  say  they  want  to  be  the  general  partner 
and  run  the  building.  It  doesn't  work. 
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The  general  partner  has  a  full-time  job.  He  is  the  middle  man.  The 
general  partner  also  must  help  educate  the  hospital  board  members 
who  don't  always  understand  why  you  must  help  the  physicians  to 
make  the  venture  work.  He  is  the  key  communications  person  working 
with  the  hospital,  the  physicians,  the  board,  the  architect  and 
the  contractor. 

Where  does  the  money  come  from? 

One  of  the  major  roles  of  the  developer  is  finding  suitable  financ- 
ing for  a  medical  office  building.  There  are  several  sources,  and 
it  takes  strong  negotiations  to  find  the  best  arrangement.  When 
dealing  with  banks,  it  pays  to  negotiate  from  a  very  firm  position. 
It  pays  to  visit  three  or  four  banks,  lay  the  specifications  on 
the  table,  and  ask  for  their  best  rates. 

In  Virginia,  Alabama  and  South  Carolina,  tax  exempt  revenue  bonds 
may  be  used  for  medical  office  buildings.  There  are  several  lenders 
who  specialize  only  in  medical  office  building  financing.  Banks 
and  life  insurance  companies  are  the  two  major  sources  for  permanent 
financing. 

Right  now  (May  1984),  interest  rates  at  insurance  companies  are 
12  7/8  to  13  7/8  percent  and  are  likely  to  change.  There  are  no 
25  and  30-year  amortizations  of  mortgages.  The  5-  to  10-year  rate 
is  about  the  maximum,  and  variable  rate  mortgages  are  becoming  more 
common. 

Variable  interest  rates  can  create  problems,  but  there  are  ways 
to  cope  with  them.  As  taxes,  utilities  and  janitorial  costs  increase 
a  percentage  of  these  increases  are  passed  along  to  the  physician- 
tenants.  As  rates  on  a  variable  rate  mortgage  go  up,  this  cost  also 
is  passed  along  by  adding  a  variable  interest  adjustment  provision 
in  leases.  To  protect  the  physician  who  wants  to  settle  on  a  fixed 
budget  for  his  operating  costs  over  the  next  four  or  five  years, 
select  a  rental  figure  high  enough  to  cover  a  potential  rise  in 
rates.  At  the  same  time,  try  to  negotiate  a  loan  with  a  "collar." 
A  collar  is  an  agreement  on  the  minimum  and  maximum  interest  rates 
that  can  be  charged  during  the  term  of  the  loan.  With  a  ceiling 
and  a  floor  on  the  interest  rate,  you  know  the  maximum  rental  rate, 
and  you  make  budgeting  easier  for  the  physician. 

Changes  in  the  law  that  may  affect  joint  ventures. 

There  are  two  bills  in  Congress  that  may  affect  joint  ventures. 

--  HR  4170  and  Senate  2062  change  depreciation  rules  and  other 
conditions  for  the  proprietary  partnership.  They  deserve 
watching. 

Can  a  physician  do  better  constructing  his  own  building? 

Sometimes  a  physician  thinks  he  can.  Our  observation  and  experi- 
ence tells  us  that  a  physician  is  better  off  practicing  healthcare 
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and  not  trying  to  be  a  general  contractor.  A  free-standing  building 
now  runs  around  $80  to  $90  a  square  foot  in  total  costs,  including 
construction.  Multi -practice,  vertical -rise  buildings  can  be  built 
for  less  money.  Doctors,  in  trying  to  construct  their  own  buildings, 
often  run  into  problems  trying  to  make  all  the  financial  arrange- 
ments themselves.  Another  consideration  for  physicians  constructing 
their  own  buildings  is  that  when  a  doctor-built  structure  is  com- 
pleted, doctors  have  the  continuing  responsibility  for  interior 
and  exterior  upkeep. 


RALPH  E.  BRICE 

At  the  beginning  of  the  project,  the  job  of  the  architect  is  to 
look  after  the  interests  of  the  hospital  and  the  partnership  that 
at  this  stage  is  not  yet  formally  organized. 

For  the  hospital,  we  will  start  several  studies: 

--  To  determine  the  actual  location  of  the  building,  and 

--  To  determine  the  amount  of  space  available  for  parking,  and 
to  determine  zoning  regulations  that  may  affect  parking. 

--  We  look  at  hospital  expansion  plans,  and  determine  possible 
relationships  between  the  hospital  and  the  medical  office 
building. 

--  We  go  through  half  a  dozen  different  concepts  of  the  building 
itself.  The  building  size  will  grow  and  shrink  as  groups 
demonstrate  interest  or  lack  of  interest  in  the  project. 

In  dealing  with  physicians: 

--  We  show  them  real  examples  of  a  building  at  the  first  meet- 
ing, along  with  projections  on  costs,  to  give  doctors  the 
total  picture. 

--  We  study  the  groups  interested  in  going  into  the  building. 
Groups  of  doctors  are  not  as  simple  as  in  the  past.  Many 
come  from  single-office,  free-standing  buildings,  and  are 
concerned  about  losing  their  identify  in  a  multi -occupancy 
building.  Many  have  their  own  laboratories.  A  key  question 
to  answer  is:  Can  they  adapt? 

Other  major  architectural  points: 

--  The  building  should  look  like  it  is  part  of  the  hospital 

campus.  A  cohesive  design  is  important.  This  is  best  achieved 
by  working  with  the  hospital  architect  and  designing  the 
medical  office  building  to  compliment  the  hospital's  long- 
range  development  plan. 
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--  Space  should  be  flexible.  Hospitals  can  use  unleased  space 
for  their  own  needs,  and  for  recruiting  of  new  physicians. 

--  We  design  buildings  with  a  central  core  for  public  facil- 
ities. This  relieves  the  physicians  of  the  chore  of  provid- 
ing public  facilities  on  an  individual  basis. 

FREDERICK  L.  SOULE 

Mulberry  Medical  Park  has  been  successful  for  Caldwell  Memorial 
Hospital.  We  have  recruited  new  physicians.  Interest  in  moderniza- 
tion of  the  hospital  itself  has  been  stimulated  because  of  the 
modern,  attractive,  joint  venture  medical  office  building  beside 
it. 

We  feel  that  a  medical  office  building  can  be  a  successful  venture 
that  can  help  hospitals  deal  with  a  competitive  climate. 
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Terry  H.  Linn 


"DRG/PPS  AND  THE  CAPITAL  MARKET" 

Terry  H .  Linn 

Partner 

Ernst  and  Whinney 

Charlotte,  North  Carolina 

A  variety  of  subjects  were  discussed  at  this  session  related  to 
capital  planning  under  the  Medicare  Prospective  Payment  System  and 
the  prospects  of  obtaining  needed  capital  in  the  future.  The  objec- 
tives of  the  session  were  to  have  meaningful  and  informative  discus- 
sions about  the  following  topics: 

9   The  current  and  proposed  Medicare  regulations  under  the 

Prospective  Payment  System  and  their  impact  on  the  financial 
operations  of  the  hospital. 

•  The  current  and  anticipated  trends  in  hospital  inpatient 
utilization  as  they  relate  to  the  concept  of  the  product/ 
market  life  cycle. 

•  The  alternative  options  and  strategies  available  for  capital 
formation  in  the  '80's. 


CAPITAL  PLANNING  UNDER  THE  PROSPECTIVE  PAYMENT  SYSTEM 

Medicare  began  implementing  its  prospective  payment  system  (PPS) 
for  acute  hospital  inpatient  services  on  October  1,  1983.  The  shift 
from  a  cost-based  to  a  fixed-price  payment  system  has  caused  major 
problems  for  some  hospitals  but  has  also  created  new  opportunities 
for  hospitals.  During  the  overview  comments,  it  was  pointed  out  that 
the  prospective  price-per-case  payment  system  allows  for  more  ration- 
al financial  management  and  planning  than  did  cost-based  reimburse- 
ment. The  idea  was  expressed  that  a  hospital's  survival  and  growth 
in  this  type  of  environment  was  largely  dependent  upon  management's 
abilities  to  develop  both  aggressive  strategic  plans  and  short-term 
monitoring  and  control  systems. 

Two  specific  aspects  of  the  calculation  of  prospective  payment  rates 
were  identified  separately  and  discussed  in  greater  detail.  These 
two  components  of  the  calculation,  the  case  mix  index  and  the  geo- 
graphic designation,  have  materially  impacted  the  financial  opera- 
tions of  hospitals  in  the  two  Carolinas  and  across  the  country. 

Published  vs.  Actual  Case  Mix  Index 

Medicare  regulations  implementing  Title  VI  of  the  Social  Security 
Amendments  of  1983  provide  a  specific  methodology  for  computing  the 
prospective  payment  per  DRG  which  includes  the  combination  of  a 
hospital -specific  component  and  a  federal  component,  multiplied  by 
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the  appropriate  DRG  relative  cost  weight.  In  estimating  an  average 
prospective  price  per  DRG,  the  inflated  base  year  cost  is  divided 
by  the  hospital's  1981  published  case  mix  index;  the  federal  and 
hospital -specific  portions  are  blended;  and  the  blended  standardized 
amount  is  multiplied  by  the  hospital's  actual  1984  case  mix  index. 
An  example  presented  during  the  session  indicated  that  an  increase 
in  the  actual  case  mix  index  over  the  1981  published  case  mix  index 
would  result  in  a  significant  increase,  or  windfall  benefit,  in  the 
prospective  payment  rate.  It  was  pointed  out  during  the  discussion 
that  the  case  mix  indices  of  many  hospitals  in  North  and  South 
Carolina  have  increased,  in  most  cases,  at  least  10  percent  since 
1981. 


Urban  vs.  Rural  Geographic  Designation 

Another  aspect  of  the  calculation  of  a  hospital's  prospective  payment 
rate  that  has  dramatically  impacted  hospitals  is  the  urban/rural 
designation.  As  pointed  out  in  the  discussion,  the  prospective  pric- 
ing system  is  as  sensitive  to  geography  as  to  the  cost  or  level  of 
providing  care.  A  comparison  of  the  same  hospital  classified  first 
in  a  North  Carolina  non-MSA  area  and  then  in  a  North  Carolina  MSA 
area  indicated  that  the  differences  in  the  labor  related  portion 
of  the  regional  price  and  the  hospital  wage  index  for  MSA  vs.  non-MSA 
areas  resulted  in  a  significantly  different  average  prospective  price 
per  DRG.  Hospitals  located  in  rural  areas  (which  may  be  only  miles-- 
or  even  yards  from  an  MSA  boundary  line)  are  forced  to  compete  with 
urban  facilities  but  are  receiving  Medicare  payments  at  much  lower 
rates  per  DRG.  Conversely,  hospitals  classified  in  urban  areas  which 
are  maintaining  operating  costs  per  DRG  at  lower  levels  (comparable 
to  those  of  rural  facilities)  are  reaping  the  benefit  of  increased 
Medicare  payment.  In  addition,  the  benefit  to  hospitals  classified 
in  an  MSA  area  is  expected  to  increase  during  the  phase-in  of  the 
regional  and  national  prices. 


Current  Considerations  of  the  Senate  Finance  Committee 

Several  adjustments  to  the  calculation  of  payment  rates  under  the 
Prospective  Payment  System  are  currently  being  considered  by  the 
Senate  Finance  Committee.  These  possible  adjustments  were  outlined 
and  discussed: 

t   Elimination  of  the  1  percent  "technology  add-on"  from  the 
hospital -specific  portion  of  the  PPS  rate. 

«   Elimination  of  the  step-up  in  cost  basis  of  hospital  assets 
when  ownership  changes. 

e   Freeze  on  Medicare  Part  B  physician  fees. 

•  Fee  schedule  for  lab  services  to  be  set  at  62%  of  prevailing 
charge  levels. 

*  Increase  beneficiary  Part  B  premiums  beginning  in  1985. 
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TRENDS  IN  HOSPITAL  INPATIENT  UTILIZATION 

An  analysis  of  the  trend  in  inpatient  hospital  utilization  from  1950 
to  the  present  was  presented  to  the  group  for  discussion.  A  graph 
charting  total  patient  days  per  1000  population  in  non-federal  short- 
stay  hospitals  indicated  that  between  1950  and  1974,  a  dramatic 
increase  in  inpatient  utilization  occurred  due  to  significant 
advances  in  medical  technology;  an  increase  in  availability  of 
inpatient  beds;  a  national  increase  in  the  number  of  physicians; 
and  the  establishment  of  the  Medicare  program  for  payment  of  hospital 
benefits  to  individuals  over  age  65.  The  chart  also  indicated  that 
in  recent  years,  between  1974  and  1984,  inpatient  utilization  leveled 
out  and/or  declined  with  declines  expected  to  continue  in  the  future. 
Recent  declines  in  utilization  may  have  resulted  from  the  availabil- 
ity of  alternative  delivery  systems  including  urgent  care  centers, 
ambulatory  surgery  centers,  improved  outpatient  capabilities,  and 
the  limitations  on  Medicare  payment  under  the  prospective  payment 
system. 

Further  discussion  of  utilization  trends  involved  an  analysis  of 
the  health  care  market  life  cycle.  The  handouts  depicting  the 
product/market  life  cycle  were  presented  to  session  participants. 
The  charts  identified  the  stages  of  the  market  life  cycle  and  the 
effect  of  the  stages  on  volume  of  services,  market  growth  rate, 
management  styles,  planning,  technological  change,  and  financial 
decision-making.  Further  discussion  indicated  that  the  health  care 
inpatient  market  appears  to  be  entering  the  mature  market  stage  while 
alternative  health  care  delivery  systems  are  entering  the  growth 
market  stage. 


CAPITAL  FORMATION:  CHALLENGE  OF  THE  1980'S 

The  initial  discussions  of  the  Prospective  Payment  System,  the  trends 
in  inpatient  utilization,  the  development  of  alternative  delivery 
systems  and  the  appropriate  strategies  for  responding  to  the  various 
stages  of  the  market  life  cycle  indicate  the  need  for  hospital 
managers  to  focus  attention  on  strategic  capital  and  financial 
planning.  Identification  of  specific  forces  creating  the  need  for 
capital  included: 

•  Historical  erosion  of  the  hospital's  equity  position 

•  Declining  base  businesses 

•  Replacement/remodeling  of  facilities 

•  Funding  acquisitions,  mergers,  consolidations 

•  Extending  services  to  new  geographic  markets 

•  Keeping  pace  with  technological  advances 

•  Funding  for  diversification 

•  Expected  declines  in  government  funding 

Between  1980  and  1990,  these  forces  are  expected  to  create  the  need 
for  approximately  $108.1  billion  in  debt  to  be  combined  with  other 
sources  of  funds  including  depreciation,  income  and  philanthropy. 
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Much  of  the  debt  to  be  issued  is  expected  to  take  the  form  of  tax- 
exempt  bonds.  Based  upon  an  historical  analysis  presented  to  the 
group,  tax-exempt  bonds  have  become  hospitals'  major  source  of  long- 
term  debt.  Between  1971  and  1983  hospital  bond  issues  have  increased 
from  $.3  billion  to  $9.6  billion. 


Capital  Outlook 

Continued  access  to  capital  is  likely  to  be  affected  by  the  Prospec- 
tive Payment  System  and  may  require  the  use  of  credit  enhancements 
and  short-term  financing. 


Responses  to  PPS 

Success  under  the  prospective  payment  system  will  require  change. 
The  discussion  pointed  to  several  strategies  to  consider  in  effec- 
tively dealing  with  the  prospective  payment  system,  including  the 
following:  (1)  improve  efficiency;  (2)  use  available  data  now  to 
identify  and  correct  major  problems;  (3)  improve  quality  of  medical 
records  and  develop  an  integrated  database  to  be  used  to  determine 
profit  and  loss  by  DRG  and  develop  physician  and  department  profiles; 
(4)  develop  use  standards,  assign  DRG  at  admission  and  initiate  a 
concurrent  review  program;  and  (5)  begin  a  product  line  approach 
to  management  and  planning  and  initiate  a  comprehensive  education 
program. 

Of  the  strategies  presented,  one  of  the  most  important  points  made 
was  that  productivity  and  efficiency  monitoring  could  have  a  substan- 
tial effect  on  the  financial  operations  of  the  health  care  institu- 
tion. Common  misbeliefs  regarding  productivity  monitoring  were 
identified  as  were  the  many  characteristics  affecting  labor  perform- 
ance. Health  care  management  of  productivity  will  require  a 
consciousness  of  the  strategic  importance  of  costs  and  evolution 
of  the  product  line  approach  to  resource  allocation. 


Variable  Rate  Bonds 

As  an  alternative  to  issuance  of  fixed  rate  long-term  tax-exempt 
bonds,  a  new  debt  financing  technique,  issuance  of  variable  rate 
bonds,  was  discussed.  Variable  rate  bonds  fuse  short-term  tax-exempt 
rates  with  long-term  debt  and  an  adjustable  rate.  The  interest  rate 
is  adjusted  annually  or  semiannually  and  is  based  off  a  predetermined 
index.  The  bonds  can  be  secured  by  a  letter  of  credit  or  the  institu- 
tion's credit  rating,  and  are  callable,  without  premium,  every  six 
months.  The  bonds  can  be  tendered  annually  or  semiannually  for  pay- 
ment of  principal.  If  the  bonds  are  tendered,  the  institution  or 
remarketing  agent  can  adjust  the  interest  rate,  within  a  band  around 
the  predetermined  index,  to  one  which  assures  remarketing  of  the 
bonds  at  par.  If  no  bonds  are  tendered,  the  interest  rate  will  equal 
the  prevailing  index  rate.  The  bonds  can  be  converted  to  a  fixed 
interest  rate  without  a  tender  and  the  long-term  rates  could  be  based 
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upon  the  letter  of  credit  or  the  institution's  credit  rating.  Bond- 
holders have  an  opportunity  to  exercise  their  tender  before  the  bonds 
convert  to  a  conventional  long-term  fixed  interest  rate  without 
tenders. 

Following  the  description  of  this  new  debt  financing  structure,  a 
discussion  of  the  advantages  and  disadvantages  of  variable  rate  bonds 
indicated: 

•  Advantages 

— 

Low  interest  rate  (while  preserving  tax-exempt  status). 
Permits  marketing  to  investors,  trust  accounts,  and  other 
tax-exempt  buyers. 

Adjustable  interest  rates  reduces  probability  of  bonds  being 
tendered. 

Period  of  exposure  to  bonds  being  tendered  is  restricted 
to  a  specific  date;  however,  floating  rate  bonds  expose  the 
institution  to  tenders  at  any  time  on  seven  day  notice. 
Tender  bonds  secured  by  letter  of  credit  with  A  rating  or 
better;  low  floaters  secured  by  AAA  rated  or  strong  AA  rated 
letters  of  credit. 

Institution  is  in  better  position  to  negotiate  price  conces- 
sions on  letter. 

Underwriter's  discount  on  tender  bond  is  competitive  to  that 
charged  on  low  floater. 

Flexibility  to  take  advantage  of  the  prospect  of  lower  long- 
term  rates. 
Low  borrowing  rate  permits  excellent  arbitrage  possibilities. 

•  Disadvantages 

May  require  long-term  (7  to  10  years)  letter  of  credit. 

Borrower  subject  to  volatility  of  short-term  rates. 

Continuing  fees  for  remarketing,  resetting  interest  rate, 

and  standby  letter  of  credit. 

Exposure  to  unpredictable  amounts  of  bonds  being  put  back 

to  issuer. 

Possibility  that  a  major  portion  or  all  of  a  variable  rate 

issue  is  tendered  and  cannot  be  remarketed. 

In  order  to  clarify  an  understanding  of  the  benefits  to  be  derived 
from  utilizing  variable  rate  bond  financing  rather  than  hospital 
equity  to  fund  construction  projects  and/or  equipment  purchases, 
two  alternative  analyses  were  presented  to  the  group.  Sources  and 
Uses  of  Funds  Statements  and  Statements  of  Revenues  and  Expenses 
for  Alternative  #1  (Equity  Financing)  and  Alternative  #2  (Debt 
Financing)  were  presented.  The  analysis  of  the  two  alternatives 
indicated  that  through  investment  of  equity  funds  at  a  higher 
interest  rate  and  borrowing  through  variable  rate  bonds  at  a  lower 
interest  rate,  the  same  "bottom  line"  could  be  achieved  at  a  charge 
per  patient  day  approximately  $20  less  than  could  be  achieved  through 
financing  with  equity. 
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Credit  Enhancements 

Hospitals,  during  the  most  recent  years,  have  utilized  long-term 
fixed  rate  tax-exempt  bonds  to  finance  construction  projects  and/or 
equipment  purchases.  Currently,  available  credit  enhancements  could 
ease  the  burden  of  capital  formation  for  certain  institutions.  Credit 
enhancements  include:  (1)  hospital  mortgage  and  bond  insurance,  (2) 
letters/lines  of  credit,  and  (3)  collateralization. 

A  more  detailed  discussion  of  hospital  mortgage  and  bond  insurance 
followed.  Various  reasons  for  obtaining  insurance  were  presented, 
including  that  it:  (1)  upgrades  the  bond  rating  to  as  high  as  AAA 
by  Standard  &  Poor's  Corporation,  (2)  reduces  risk  to  the  investor, 
(3)  generates  lower  effective  interest  rate,  (4)  potentially  reduces 
net  interest  cost,  and  (5)  improves  access  to  debt  financing  by  lower 
rated  hospitals. 

Several  financial  institutions  currently  providing  insurance  were 
named  and  other  financial  institutions  are  expected  to  enter  the 
market.  The  current  and  projected  demand  for  mortgage  and  bond  insur- 
ance is  expected  to  result  in  insured  financings  for  1/3  to  1/2  of 
tax-exempt  issues  by  1990. 


Master  Indentures 

The  final  topic  of  discussion  related  to  the  creation  of  a  master 
indenture;  its  form,  provisions  and  advantages  and  disadvantages. 
A  master  indenture  provides  a  framework  under  which  a  multi- 
institutional  system  may  finance  each  of  its  entities;  provides 
consistency  in  the  terms  and  covenants  of  the  indebtedness  of  the 
various  members  of  the  system;  and  uses  the  consolidated  credit 
strength  of  the  participants.  A  master  indenture  may  take  various 
forms,  including: 

%       Merger  into  one  corporation 

•   Formation  of  a  parent  corporation 

9       Cross-guarantees  between  affiliates 

Selected  provisions  of  a  master  indenture  were  identified  as  were 
advantages  and  disadvantages,  including: 

•   Advantages 

Flexibility  -  Provides  flexibility  in  developing  a  corporate 
structure  and  permits  the  transfer  of  assets  among  the 
corporations  in  the  Obligated  Group. 

Addition  of  New  Members  -  Addition  of  new  entities  available 
at  any  time. 
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Consolidation  of  Credit  Strength  -  Permits  the  consolidation 
of  credit  stength  without  the  legal  consolidation  or  merger 
of  the  entities  into  one  corporation. 

Consistent  Covenants  -  The  uniformity  of  covenants  applicable 
to  the  various  entities  enhance  managerial  efficiency  and 
certainty. 

Marketing  Approach  -  Provides  a  marketing  vehicle  in  attract- 
ing  other  institutions  to  become  affiliated  with  the  system. 

Disadvantages 

Consolidation  of  Credit  Liability  -  If  any  member  of  the 
Obligated  Group  becomes  insolvent,  the  remaining  members 
must  meet  debt  service  requirements  in  order  to  prevent  an 
event  of  default. 

Limitations  of  Withdrawal  -  There  will  be  restrictions  on 
withdrawal  from  the  Obligated  Group. 


******* 
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LIST  OF  REGISTRANTS 


Ahart,  Dan 

District  Vice  President 
HCA  Management  Company 
Charlotte,  N.  C. 

Alley,  Barbara  G. 

Director,  Career  Development  Office 

College  of  Health 

University  of  South  Carolina 

Columbia,  S.  C. 

Arey,  Dr.  J.  Vincent 
Chief,  Medical  Staff 
Cabarrus  Memorial  Hospital 
Concord,  N.  C. 

Atkinson,  Celia  P. 
Director  of  Resource  Development 
Pee  Dee  Regional  HSA 
Florence,  S.  C. 

Bacon,  Teresa  A. 

Student 

Insurance  Studies  Center 

University  of  South  Carolina 

Columbia,  S.  C. 

Bailey,  Chandler 

Vice  President 

Strategic  Planning  &  Marketing 

Integrated  Healthcare  Systems,  Inc. 

Columbia,  S.  C. 

Bailey,  John  W. 

Administrator 

Divine  Saviour  Hospital 

York,  S.  C. 

Bardwell,  P.  L. 

Principal 

Middleton,  McMillan,  Architects 

Charlotte,  N.  C. 

Bass,  G.   Michael 
Director  of  Support  Services 
Craven  County  Hospital 
New  Bern,   N.   C. 


Bates,   Malcolm 
Principal 

Freeman-White  Associates 
Charlotte,  N.  C. 

Beaman,  Charles  D.   Jr. 
Executive  Vice  President 
Baptist  Medical   Center  at  Columbia 
Columbia,   S.   C. 

Bennett,  Jack 
Principal 

Freeman-White  Associates 
Charlotte,   N.   C. 

Bethea,   Charlie 

Board  Member 

Marion  County  Hospital  District 

Marion,   S.   C. 

Blair,  Fred  L. 
Executive  Director 
Sloop  Memorial   Hospital 
Crossnore,   N.   C. 

Bjorlin,  Don 
Group  Vice  President 
SunHealth,   Inc. 
Charlotte,   N.   C. 

Boaz,   Joe 
Trustee 

Highlands-Cashiers  Hospital 
Highlands,   N.   C. 

Boinest,   M.   Lebby 
Board  Chairman 
Halifax  Memorial   Hospital 
Roanoke  Rapids,  N.  C. 

Bonge,  Lynn  E. 

Medical  Architectural  Programs 
Henningson,  Durham  &  Richardson 
Omaha,  Nebraska 

Boss,  Wayne  V. 
Executive  Vice  President 
St.  Joseph' s  Hospital 
Asheville,  N.  C. 
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Brandon,  Dennis  Allen 

Principal 

GMK  Health  Care 

Columbia,  S.  C. 

Brewer,   Barry  D. 
Vice  President 
McDevitt  &  Street 
Charlotte,   N.   C. 


Brice,  Ralph 
Architect 
Brice-Morris 
Charlotte,   N 


E.  (Program) 

Associates 
.  C. 


Brigman,  William 

Manager 

Ernst  &  Whinney 

Greenville,  S.  C. 

Brooks,  Larry 
Hospital  Accountant 
Fletcher  Hospital 
Fletcher,  N.  C. 

Brown,  Fred  T.  Jr. 

Senior  Vice  President 

Pitt  County  Memorial  Hospital 

Greenville,  N.  C. 

Brown,  J.  W. 

Health  Facilities  Designer 
Middleton,  McMillan,  Architects 
Charlotte,  N.  C. 

Brown,  Thomas  Fred 
Director  of  Planning/Data  Mgmt. 
Southern  Piedmont  HSA 
Charlotte,  N.  C. 

Bullard,  Byron  L. 
President 

Presbyterian  Hospital 
Charlotte,  N.  C. 

Bullard,  Leigh 
Assistant  Administrator 
Alamance  County  Hospital 
Burlington,  N.  C. 

Bullard,  M.  Earl 

Director 

Rowan  Memorial  Hospital 

Salisbury,  N.  C. 


Bundy ,  Wi 1 1 iam  H. 
Assistant  Administrator 
Chester  County  Hospital 
Chester,  S.  C. 


Bush,  Robert  E 
Architect 
Clemmer,  Bush, 
Hickory,  N.  C. 


Sills,  Abernethy 


Butler,  J.  Daniel 

President 

High  Point  Memorial   Hospital 

High  Point,   N.   C. 

Calloway,  Jack  A. 
Administrator 

Highlands-Cashiers  Hospital 
Highlands,   N.   C. 

Carbaugh,  Lisa 

Student 

School  of  Public  Health 

University  of  N.  C.  at  Chapel  Hill 

Chapel  Hill,  N.  C. 


Causey,  Bobby  J . 

President 

Causey  &  Associates, 

Macon,  Georgia 


Inc. 


Cochrane,  Eugene  W.  Jr. 
Director,  Management  Services 
Hospital  and  Child  Care  Divisions 
The  Duke  Endowment 
Charlotte,  N.  C. 

Cogdell,  James  (Program) 
Cogdel 1  Developers,  Inc. 
Charlotte,  N.  C. 

Cogley,  Floyd  Jr. 
Director  of  Admin. /Implementation 
Southern  Piedmont  HSA 
Charlotte,  N.  C. 

Cohen,  Harv 

Health  Facilities  Architect 
Odell  Associates 
Charlotte,  N.  C. 

Collier,  A.  C. 

Admini  strator 

Charlotte  Rehabilitation  Hospital 

Charlotte,  N.  C. 
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Coney,  J.  Richard 

Deputy  Commissioner 

Dept.  of  Health  &  Environmental 

Control 
Columbia,  S.  C. 

Copenhaver,  C.  Curtis 
Associ  ate  Director 
Cabarrus  Memorial  Hospital 
Concord,  N.  C. 

Cornwell ,  Nancy  M. 

President 

N.  M.  Cornwell  &  Associates 

St.  Louis,  Missouri 

Coston,  Harold  P. 

Health  Care  Administration 

Hendersonvi lie,  N.  C. 


Desnoyers,  Dan 
Director,  Special  Projects 
Davie  County  Hospital 
Mocksville,  N.  C. 

Dodd,  C.  Swanson 

Trustee 

Maria  Parham  Hospital 

Henderson,  N.  C. 

Dodson,  Burt 
Senior  Vice  President 
SunHealth,  Inc. 
Charlotte,  N.  C. 

Doster,  Bob 

Regional  Manager/Consulting  Serv, 

SunHealth,  Inc. 

Charlotte,  N.  C. 


Cotterman,  Karen 
Administrative  Resident 
SunHealth,  Inc. 
Charlotte,  N.  C. 

Craig,  Don  S . 

Controller 

Cannon  Memorial  Hospital 

Pickens,  S.  C. 

Crumbliss,  Larry 
Cardinal  HSA 
Lumberton,  N.  C. 

Culp,  Kitty  G. 

Principal 

Middleton,  McMillan,  Architects 

Charlotte,  N.  C. 

Currie,  John  Michael 

President 

GMK  Health  Care 

Columbia,  S.  C. 

Currin,  John  G.  Jr. 
Administrator 
Granvi 1 le  Hospital 
Oxford,  N.  C. 

Deane,  Peggy  G . 
Vice  President,  Nursing 
Anderson  Memorial  Hospital 
Anderson,  S.  C. 


Dozier,  J.  L.  Jr. 

President 

Self  Memorial  Hospital 

Greenwood,  S.  C. 

Durrer,  Christopher  T. 
Assistant  Administrator 
Moore  Memorial  Hospital 
Pinehurst,  N.  C. 

Earl ,  Richard  R. 

Vice  President 

Eason  Associates,  Inc.,  Architects 

Medical  Facility  Plan.  &  Designers 

Greenville,  S.  C. 

Eason,  D.  Bruce 

President 

Eason  Associates,  Inc.,  Architects 

Medical  Facility  Plan.  &  Designers 

Greenville,  S.  C. 

Eason,  Elwood  R. 
Admini  strator 
Wallace  Thomson  Hospital 
Union,  S.  C. 

Ellison,  Paul  S. 

Director 

Cleveland  Memorial   Hospital 

Shelby,   N.   C. 
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Emery,  James  R. 
Burke  County  Hospital 
Waynesboro,  Georgia 

England,  Bill 

Associate 

Snoddy  &  McCulloch  Associates 

Charlotte,  N.  C. 

Ewing,  Alton  P.  Jr. 
Assistant  Administrator 
Loris  Community  Hospital 
Loris,  S.  C. 

Ewing,  Robert  S. 

Trustee 

Moore  Memorial   Hospital 

Pinehurst,   N.   C. 

Farnel 1  ,  Lei  and  E . 
Assistant  Administrator 
North  Trident  Regional  Hospital 
Charleston,  S.  C. 

Ford,  Esther  Ann 
Secretary,  Board  of  Trustees 
Cleveland  Memorial  Hospital 
Shelby,  N.  C. 

Fraley,  Gary  F. 
Vice  President 
Easley  Baptist  Hospital 
Easley,  S.  C. 

Frank,  John  H. 
Admini  strator 
Davie  County  Hospital 
Mocksville,  N.  C. 

Frishman,  Leon  B. 

Div.  Director,  Cert,  of  Need 

Dept.  of  Health  and  Environmental 

Control 
Columbia,  S.  C. 

Fuller,  Thomas  E. 
Assistant  Administrator 
Marion  County  Hospital 
Marion,  S.  C. 

Gale,  Ashley  H.  Jr. 

Director 

Hospital  and  Child  Care  Divisions 

The  Duke  Endowment 

Charlotte,  N.  C. 


Gardner,  Brown 

Director,  Medicare  Reimbursement 
Blue  Cross/Blue  Shield  of  N.  C. 
Durham,  N.  C. 

Gardner,  Ruth  S. 

Assistant  to  Director 

Program  on  Access  to  Health  Care 

Raleigh,  N.  C. 

Gettys,  Alex 

Trustee 

Cannon  Memorial  Hospital 

Pickens,  S.  C. 

Gettys,  Roddey  E.    Ill 
Vice  President 
Easley  Baptist  Hospital 
Easley,   S.   C. 

Giancola,  David  M. 
Giancola  Associates 
Mary vi lie,  Tennessee 

Gi  Hi  land,   Lee 
Controller 
Chatham  Hospital 
Siler  City,   N.   C. 

Gilmour,  Monroe  T.,  M.  D. 

Trustee 

Charlotte  Treatment  Center 

Charlotte,  N.  C. 

Gilstrap,  M.  E. 

Administrator 

Halifax  Memorial  Hospital 

Roanoke  Rapids,  N.  C. 

Goforth,  Joe 

Vice  Chairman,  Board  of  Trustees 
Cleveland  Memorial  Hospital 
Shelby,  N.  C. 

Gore,  J.  Curtiss 

Admini  strator 

Fairfield  Memorial  Hospital 

Winnsboro,  N.  C. 

Grant,  James  T. 
President 

Rutherford  Hospital 
Rutherfordton,  N.  C. 
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Griffin,  Robert 
Health  Facilities  Architect 
Odell  Associates 
Charlotte,  N.  C. 

Griggs,  David  P. 
Chairman,  Board  of  Trustees 
Cannon  Memorial  Hospital 
Pickens,  S.  C. 

Groce,  Virginia  A. 
Administrator 
Watauga  County  Hospital 
Boone,  N.  C. 

Guinn,  Robert  M. 
Principal 
Heery  &  Heery 
Atlanta,  Georgia  30367 

Haire,  Edgar  B. 

Health  Service  Associates 

Charlotte,  N.  C. 

Ham,  Clem  P. 

Administrator 

Laurens  District  Hospital 

Laurens,  S.  C. 

Hames,  Winters  B.  Jr. 
Senior  Vice  President 
Suburban  Mortgage  Associates 
Boston,  Massachusetts 

Hamilton,  James  E. 
Healthcare  Concepts 
Greenville,  S.  C. 

Hardy,  Robert  J . 
Assistant  Administrator 
St.  Francis  Xavier  Hospital 
Charleston,  S.  C. 


Harrell ,  Charles  M. 
Board  Member 
Elliott  W.  Springs  Mem. 
Lancaster,  S.  C. 

Harrell ,  Richard  E. 

Administrator 

Duplin  General  Hospital 

Kenansville,  N.  C. 


Hospital 


Harvey,  Ann  Gray 
Planning  Analyst 
Greenville  Hospital  System 
Greenville,  S.  C. 

Helms,  T.  Stephen 

Senior  Vice  President 

McNeary  Insurance  Consulting  Serv. 

Charlotte,  N.  C. 

Henderson-James,   Douglas   (Program) 
Associ  ate 

Health  Planning  and  Technology 
Dept.  of  Health  Administration 
Duke  University  Medical  Center 
Durham,   N.   C. 

Hendricks,  Sherman 
Executive  Vice  President 
Easley  Baptist  Hospital 
Easley,  S.   C. 

Hickman,   Bill 

North  Carolina  Baptist  Hospital 

Winston-Salem,   N.   C. 

Hinson,  Roy  M. 
Interim  President 
Stanly  Memorial   Hospital 
Albemarle,   N.   C. 

Hite,   Charles  L. 

Director,  Planning  &  Design  Serv. 
Hospital  and  Child  Care  Divisions 
Charlotte,   N.   C. 

Hite,  David  M. 

Student 

Clemson  University 

Clemson,   S.   C. 

Holland,  Vance  C. 

Administrator 

Lula  C.  Hoots  Memorial  Hospital 

Yadkinville,  N.  C. 

Holthouser,  Manuel  C. 

Administrator 

Hugh  Chatham  Memorial  Hospital 

Elkin,  N.  C. 

Honeycutt,  Terri 
The  Duke  Endowment 
Charlotte,  N.  C. 
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Hooper,  J.  Reid 

Chairman  of  the  Board 

Pitt  County  Memorial  Hospital 

Greenville,  N.  C. 

Howard,  Grady  K. 

Administrator 

Kings  Mountain  Hospital 

Kings  Mountain,  N.  C. 

Howell ,  Jon  R. 
Director,  Data  Management 
The  Duke  Endowment 
Charlotte,  N.  C. 

Howerton,  Richard 
Vice  President  for  Marketing 
SunHealth,  Inc. 
Charlotte,  N.  C. 

Howerton,  Thomas  R. 

Director 

Program  on  Access  to  Health  Care 

Raleigh,  N.  C. 

Hudson,  U.  H. 

Administrator 

Oconee  Memorial  Hospital 

Seneca,  S.  C. 

Hunter,  Ron  V. 
Admini  strator 
Chester  County  Hospital 
Chester,  S.  C. 

Jackson,  Cheryl  W. 

Planner 

Durham  County  Hospital  Corp. 

Durham,  N.  C. 

James,  Joseph  H.  Jr. 

Admini  strator 

Wayne  County  Memorial  Hospital 

Goldsboro,  N.  C. 

Jansen,  Patrick  M. 
Associate  Administrator 
Greenville  Memorial  Hospital 
Greenville,  S.  C. 

Jeffries,  Robert  G. 
Admini  strator 
Albemarle  Hospital 
Elizabeth  City,  N.  C. 


Johnson,  Mary  Olive 
Vice-President,  Treasurer 
Peterson  Associates,  P. A. 
Charlotte,  N.  C. 

Johnston,  Christopher 
Administrator 
Grace  Hospital 
Morganton,  N.  C. 


Jones,  Dace  W.  Jr. 
President 

Elliott  W.  Springs 
Lancaster,  S.  C. 


Mem.  Hospital 


Jones,  Gregory  T. 

Associate 

Eason  Associates,  Inc. 

Medical  Facility  Plan.  &  Designers 

Greenville,  S.  C. 

Kane,  Chri  stopher  M. 
Senior  Associate 
Amherst  Associates,  Inc. 
Atlanta,  Georgia 

Kaye,  Heather  (Program) 

Director 

Louden  and  Company 

Chicago,  Illinois 


Keller,  Randy 

Manager 

Ernst  &  Whinney 

Charlotte,  N.  C. 


Kennedy,  Sherry 
Odell  Associates 
Greenville,  S.  C. 

Korff,  Donald  H. 
Vice  President  &  Director 
Medical  Architectural  Programs 
Henningson,  Durham  &  Richardson 
Omaha,  Nebraska 

Kramer,  Barbara  B.,  Ph.D. 
Chief,  State  Health  Plan.  Section 
Division  of  Facility  Services 
Raleigh,  N.  C. 

Kreutzinger,  Henry  J. 

James  A.  Hamilton  Associates 

Fairfax,  Virginia 
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Kritsch,  Mary  E . 
Administrative  Assistant 
Durham  County  Hospital  Corp. 
Durham,  N.  C. 

LaKernick,  Philip  S.  (Program) 
Admini  strator 
Good  Hope  Hospital 
Erwin,  N.  C. 

Lane,  Nancy  M. 

Vice  President 

Planning  &  Design  Associates 

Raleigh,  N.  C. 

Ledbetter,  Hardy 
Admini  strator 
Sea  Level  Hospital 
Sea  Level ,  N.  C. 


Loehr,  A.  Wi lliam  Jr. 
Director  of  Planning  Services 
N.  C.  Hospital  Association 
Raleigh,  N.  C. 

Lofe,  Dennis  A. 
Assistant  Administrator 
Kershaw  County  Memorial  Hospital 
Camden,  S.  C. 

Louden,  Teri  L.  (Program) 

President 

Louden  and  Company 

Chicago,  Illinois 

McCall,  Billy  G. 
Deputy  Executive  Director 
The  Duke  Endowment 
Charlotte,  N.  C. 


Ledford,  Pat 

The  Duke  Endowment 

Charlotte,  N.  C. 

Lef ko,  Jeffrey  J. 
Vice  President  for  Planning 
Greenville  Hospital  System 
Greenville,  S.  C. 

Leonard,  C.  Jerome  Jr. 

Trustee 

Charlotte  Treatment  Center 

Charlotte,  N.  C. 

Likes,  Creighton 
District  Vice  President 
HCA  Management  Company 
Charlotte,  N.  C. 

Linn,  Terry  H.  (Program) 

Partner 

Ernst  and  Whinney 

Charlotte,  N.  C. 

Locke,  Elizabeth  H.,  Ph.D. 
Director,  Public  Communications 
The  Duke  Endowment 
Charlotte,  N.  C. 

Lockhart,  John  K. 

Administrator 

Northern  Hospital  of  Surry  County 

Mount  Airy,   N.   C. 


McCall ,   Stephen  A. 

Principal 

Ferebee,  Walters  and  Associates 

Charlotte,  N.  C. 

McCallum,  Herbert  M. 
Raleigh,  N.  C. 


McClanahan, 
Architect 
Irmo,  S.  C. 


Paul  B. 


McCulloch,  John  T. 

Vice  President 

Snoddy  &  McCulloch  Associates 

Charlotte,  N.  C. 

McCoury,  Lee 

Assistant  Administrator 

C.  A.  Cannon  Jr.  Memorial  Hospital 

Banner  Elk,  N.  C. 

McElderry,  James  T. 

Controller 

Anson  County  Hospital 

Wadesboro,   N.   C. 

McMillan,  David  W. 
Vice  President  for  Planning 
Forsyth  Memorial   Hospital 
Winston-Salem,   N.   C. 
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McNab,  J.  Albert 

Administrator 

Hampton  General  Hospital 

Varnville,  S.  C. 

McNeely,  John  T. 

Asst.  Deputy  Commissioner 

Dept.  of  Health  &  Environmental 

Control 
Columbia,  S.  C. 

MacMillan,  D.  F. 

Vice  President 

Charlotte  Memorial  Hospital 

and  Medical  Center 
Charlotte,  N.  C. 

MacNeill ,  Fletcher 
Graduate  Assistant 
College  of  Architecture 
Clemson  University 
Clemson,  S.  C. 

Machen,  Ernest 

Trustee 

Charlotte  Treatment  Center 

Charlotte,  N.  C. 

Manson,  William  T.  Ill 
Vice  President,  Support  Services 
Anderson  Memorial  Hospital 
Anderson,  S.  C. 

Matherlee,  Thomas  R.  (Program) 

Chairman 

American  Hospital   Association 

President 

Gaston  Memorial  Hospital 

Gastonia,  N.  C. 

Means,  George  C.  Jr. 
Professor  of  Architecture 
Clemson  University 
Clemson,  S.  C. 

Mears,  Pam  A. 
Director  of  Planning 
Durham  County  Hospital  Corp. 
Durham,  N.  C. 

Meehan,  Charles  H. 
Director,  Health  Planning 
Providence  Hospital 
Columbia,  S.  C. 


Messer,  Lee  (Program) 
Hospital  Industrial  Engineer 
Charlotte,  N.  C. 

Middleton,  H.  W. 

Principal 

Middleton,  McMillan,  Architects 

Charlotte,  N.  C. 

Moncrief,  James  S.  Jr. 
Vice  Chairman,  Board  of  Trustees 
Union  Memorial  Hospital 
Monroe,  N.  C. 

Moore,  Sonny 
Director  of  Admissions 
Southern  Pines  Hospital 
Charleston,  S.  C. 

Morgan,  Charles  V. 

Administrator 

Bamberg  County  Memorial  Hospital 

Bamberg,  S.  C. 

Moye,  Anne 

Assistant  Vice  President 

Baptist  Medical  Center  at  Columbia 

Columbia,  S.  C. 

Mullinax,  Tom 
President 

Mullinax/Wash,  Architects 
Charlotte,  N.  C. 

Nesbit,  Oti Ilia  V. 
Director  of  Reviews 
Southern  Piedmont  HSA 
Charlotte,  N.  C. 

Nestlerode,  Stephanie 
Planning  Analyst 
Lexington  County  Hospital 
West  Columbia,  S.  C. 

Neugent,  Richard  C. 

President 

St.  Francis  Community  Hospital 

Greenville,  S.  C. 

Nisbet,  A.  Preston 

Consultant 

Self  Memorial  Hospital 

Greenwood,  S.  C. 
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Nolan,  Kevin 
Supervisor 
Ernst  &  Whinney 
Washington,  D.  C. 

Northrop,  Thomas  W. 
Admini  strator 
Anson  County  Hospital 
Wadesboro,  N.  C. 

Nunnery,  S.  Arnold 
Chief  Executive  Officer 
Iredell  Memorial  Hospital 
Statesville,  N.  C. 

Nurkin,  Harry  A. ,  Ph.D. 

President 

Charlotte  Memorial  Hospital 

and  Medical  Center 
Charlotte,  N.  C. 

Nussman,  Howard 
Senoir  Consultant 
SunHealth,  Inc. 
Charlotte,  N.  C. 

Osborne,  Doug 
Vice  President 
Spartanburg  General  Hospital 
Spartanburg,  S.  C. 

Orban,  Louis  J. 

Director  of  PI anning 

North  Carolina  Memorial  Hospital 

Chapel  Hill,  N.  C. 

Ottaviano,  Art  P. 
Director  of  Marketing 
Durham  County  Hospital  Corp. 
Durham,  N.  C. 

Paddri  k,  Peter  E . 

Manager 

Peat,  Marwick,  Mitchell  &  Co. 

Atlanta,  Georgia 

Padgett,  Charles 
Dir.  of  Plann.  &  Development 
Lexington  County  Hospital 
West  Columbia,  S.  C. 

Page,  Mi Idred  0. 

Trustee 

Durham  County  Hospital  Corp. 

Durham,  N.  C. 


Paksoy,  Dr.  Christie 

University  of  N.  C.  at  Charlotte 

Charlotte,  N.  C. 

Palmer,  Walter  R. 

Admini  strator 

Georgetown  Memorial  Hospital 

Georgetown,  S.  C. 

Patrick,  Russell  F. 

Board  Member 

Elliott  W.  Springs  Mem.  Hospital 

Lancaster,  S.  C. 

Pearce,  Ben 

Associate 

Snoddy  &  McCulloch  Associates 

Charlotte,  N.  C. 

Peters,  Bill 

AVP,  Assoc.  Dir. -Sun  Alliance 

SunHealth,  Inc. 

Charlotte,  N.  C. 

Peterson,  Jay 

President 

Peterson  Associates,  P. A. 

Charlotte,  N.  C. 

Phillips,  Bobby  T. 
Admini  strator 
Marion  County  Hospital 
Marion,  S.  C. 

Porth,  Lucius 
Member,  Board  of  Trustees 
Lexington  County  Hospital 
West  Columbia,  S.  C. 

Prather,  Grant 

Vice  President 

Baptist  Medical  Center  at  Columbia 

Columbia,  S.  C. 

Pulley,  James  L.  Jr. 
Manager,  Healthcare 
Daniel  A/E/P 
Greenville,  S.  C. 


Ramseur,  David 
Health  Facilities 
Odell  Associates 
Charlotte,  N.  C. 


Architect 
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Rand,  Nancy  H. 

Trustee 

Durham  County  Hospital  Corp. 

Durham,  N.  C. 

Rawls,  Preston  C. 

Student 

Dept.  of  Health  Policy  and  Adm. 

University  of  North  Carolina 

Chapel  Hill,  N.  C. 

Redpath,  Page  R. 
Senior  Vice  President 
High  Point  Memorial  Hospital 
High  Point,  N.  C. 

Reid,  Harmon 

Health  Facilities  Architect 
Odell   Associates 
Charlotte,   N.   C. 

Reid,  John 

Trustee 

Highlands-Cashiers  Hospital 

Highlands,   N.   C. 

Rentz,  George  I . 

President 

Lexington  County  Hospital 

West  Columbia,  S.   C. 

Rhoe-Jones,  Jane 

Health  Planner 

North  Carolina  Memorial   Hospital 

Chapel   Hill,   N.   C. 

Rice,  David  0.   Sr. 

Administrator 

Catawba  Memorial   Hospital 

Hickory,   N.   C. 

Richardson,  Jack  W. 

President 

Pitt  County  Memorial  Hospital 

Greenville,  N.  C. 

Rickelton,  David  K. 
Vice  President,  Prof.  Services 
North  Carolina  Baptist  Hospitals 
Winston-Salem,  N.  C. 

Ridgeway,  Lanny  E. 
Administrator 
Alexander  County  Hospital 
Taylorsvil le,  N.  C. 


Robinson,  James  Y.  Jr. 
Senior  Vice  President 
Ferebee,  Walters  and  Associates 
Charlotte,  N.  C. 

Rogers,  Ralph  L. 
Administrator 
Columbus  County  Hospital 
Whiteville,  N.  C. 


C.  at  Charlotte 
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Romine,  Dr.  Ben 
University  of  N. 
Charlotte,  N.  C. 

Rook,  Benjamin  T. 
President 
Odell  Associates, 
Greenville,  S.  C. 

Ross,  Lloyd 

Manager 

Ernst  &  Whinney 

Charlotte,  N.  C. 


Rushing,  Jan 

Executive  Vice  President 
Adventist  Health  Systems  Sunbelt 
Fletcher,  N.  C. 

Ryan,  Thomas  E. 

Administrator 

Onslow  Memorial  Hospital 

Jacksonville,  N.  C. 

Rynne,  Terrence  J.  (Program) 
Rynne  Marketing  Group 
Evanston,  Illinois 

Sal  as,  Robert 
Graduate  Assistant 
College  of  Architecture 
Clemson  University 
Clemson,  S.  C. 

Savage,  Craig  M. 
Director  of  Marketing 
Memorial  Mission  Hospital 
Asheville,  N.  C. 

Schrull ,  John  A. 

Associate  Director 

Wesley  Long  Community  Hospital 

Greensboro,  N.  C. 
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Schumacher,  Sister  Mary  Veronica 

President 

St.  Joseph's  Hospital 

Asheville,  N.  C. 

Scott,  Betty 
Assoc.  Adm.  Nursing 
Greenville  Hospital  System 
Greenville,  S.  C. 

Seitz,  Keith  R. 
Project  Architect 
Odell  Associates,  Inc. 
Greenville,  S.  C. 

Sellers,  Gary,  R.N. 
Director  of  Nursing  Service 
Cabarrus  Memorial  Hospital 
Concord,  N.  C. 

Shomaker,  Juanita 

Administrator 

C.  A.  Cannon  Jr.  Mem.  Hospital 

Banner  Elk,  N.  C. 

Shull ,   Kenneth  A. 

President 

Cannon  Memorial   Hospital 

Pickens,  S.  C. 

Sibben,  Mark 
Supervisor 
Ernst  &  Whinney 
Charlotte,  N.  C. 

Simmons,  Clarence 
Admini  strator 
Fletcher  Hospital 
Fletcher,  N.  C. 

Singletary,  Bob 
Vice  Pres.  for  Administration 
Nash  General  Hospital 
Rocky  Mount,  N.  C. 

Smith,  Dr.  Allen 
Associate  Dean 
College  of  Medicine 
Medical  University  of  S.  C. 
Charleston,  S.  C. 

Snipes,  C.  Milton 

Admini  strator 

B.  J.  Workman  Memorial  Hospital 

Woodruff,  S.  C. 


Snoddy,  Marcus  F . 

President 

Snoddy  &  McCulloch  Associates 

Charlotte,  N.  C. 

Soto,  Joseph  L. 
Executive  Director 
Cape  Fear  Memorial  Hospital 
Wilmington,  N.  C. 

Soule,  Frederick  L.  (Program) 
Admini  strator 
Caldwell  Memorial  Hospital 
Lenoir,  N.  C. 

Stanley,  Barry 
Admini  strator 
Chatham  Hospital 
Siler  City,  N.  C. 

Stokes,  Grady  H . 
Admini  strator 
Haywood  County  Hospital 
Clyde,  N.  C. 

Sullivan,  Chris 
Director  of  Planning 
Gaston  Memorial  Hospital 
Gastonia,  N.  C. 

Surratt,  Tom 
Presbyterian  Hospital 
Charlotte,  N.  C. 

Swanson,  Loui  s  E . 

Director  of  Facilities  Programming 
Duke  University  Medical  Center 
Durham,  N.  C. 

Tabor,  J.  H. 

Health  Facilities  Planner 
Middleton,  McMillan,  Architects 
Charlotte,  N.  C. 

Thomas,  Marie 
Marketing  Coordinator 
Snoddy  &  McCulloch  Associates 
Charlotte,  N.  C. 

Thompson,  James 
Vice  President  for  Services 
Adventist  Health  Systems  Sunbelt 
Fletcher,  N.  C. 
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Toomey,  Richard  K. 
Vice  President 
The  Toomey  Company, 
Greenville,  S.  C. 


Inc. 


Touchstone,  Ronald  W. 
Hodges,  Touchstone,  Ahern 
Charlotte,  N.  C. 

Troy,  Joan 

Vice  President 

Lexington  Memorial  Hospital 

Lexington,  N.  C. 

Turnage,  Bernice  B. 

Board  Member 

Pitt  County  Memorial  Hospital 

Greenville,  N.  C. 

Verricchia,  A.  J. 
Director  of  Facility  Services 
Durham  County  Hospital  Corp. 
Durham,  N.  C. 

Visbeen,  Glenn  A. 
Vice  President 
Community  General  Hospital 
Thomasville,  N.  C. 

Waddel 1 ,  Samuel  T. 
Admini  strator 
Maria  Parham  Hospital 
Henderson,  N.  C. 

Walker,  John  L. 

Vice  President,  Business  Dvlpmt. 
M.  B.  Kahn  Construction  Co. 
Columbia,  S.  C. 

Wallace,  J .  Mason  Jr. 
Chairman  of  the  Board 
Presbyterian  Hospital 
Charlotte,  N.  C. 

Walls,  Edward  L.  Jr.,  DBA 

(Program) 

Rush  S.  Dickson  Prof,  of  Finance 

Dept.  of  Business  Administration 

University  of  N.  C.  at  Charlotte 

Charlotte,  N.  C. 

Ward,  Robert  M. 

Vice  President  of  Provider 

Relations  &  Govm.  Programs 
Blue  Cross/Blue  Shield  of  N.  C. 
Durham,  N.  C. 


Watts,  Frank  M. 
Admini  strator 
Loris  Community  Hospital 
Loris,  S.  C. 

Webster,  Margie 
Admini  strator 
Mul lins  Hospital 
Mullins,  S.  C. 

Wehunt,  Ken  C. 
Administrator 
Lincoln  County  Hospital 
Lincolnton,  N.  C. 

White,  Dan  C. 
Admini  strator 
Hamlet  Hospital 
Hamlet,  N.  C. 

White,  Gary  L. 

Interim  Administrator 

Lower  Florence  County  Hospital 

Lake  City,  S.  C. 

Whiteside,  Albert  N. 

Div.  Director,  Med.  Fac.  Ping. 

Dept.  of  Health  &  Environmental 

Control 
Columbia,  S.  C. 

Wiblitzhouser,  Kenneth  F. 
Director  of  Human  Resources 
Rex  Hospital 
Raleigh,  N.  C. 

Wickwar,  Hardy 

Consultant,  Planning  &  Development 
Richland  Memorial  Hospital 
Columbia,  S.  C. 

Wilkerson,  Bud 
Architect 

Wilkerson  Associates 
Charlotte,  N.  C. 

Wilkerson,  Jack  W.,  M.  D. 
Chief  of  Staff 

Pitt  County  Memorial  Hospital 
Greenville,  N.  C. 

Williams,  Brenda  L. 
Assistant  Administrator 
Orangeburg  Regional  Hospital 
Orangeburg,  S.  C. 


34 


Williams,  Dan  Yount,  Marvin  E.  Jr. 

Associate  Administrator 

Snoddy  &  McCulloch  Associates      Memorial  Hospital  of  Alamance  Co, 

Charlotte,  N.  C.  Burlington,  N.  C. 

Williams,  Lloyd  C.  Zager,  Joseph  P. 

Chairman,  Board  of  Trustees  Administrator 

Cleveland  Memorial  Hospital  Wilson  Hospital 

Shelby,  N.  C.  Darlington,  S.  C. 

Williams,  Paul  A. 
Assistant  Director 
Richmond  Memorial  Hospital 
Rockingham,  N.  C. 

Wilson,  John  L. 
Assistant  Administrator 
Wilson  Hospital 
Darlington,  S.  C. 

Wilson,  Mark 

Control ler 

Kings  Mountain  Hospital 

Kings  Mountain,  N.  C. 

Winn,  Tom 

Regional  Vice  President 
SunHealth,  Inc. 
Charlotte,  N.  C. 

Witherspoon,  Jere  W. 

Associate  Director 

Hospital  and  Child  Care  Divisions 

The  Duke  Endowment 

Charlotte,  N.  C. 

Wood,  James  B. 
Admi  ni  strator 
Edgefield  County  Hospital 
Edgefield,  S.  C. 

Yaeger,  William  D. 

Vice  President 

McNeary  Insurance  Consulting  Serv. 

Charlotte,  N.  C. 

Yoder,  James 

Controller 

Maria  Parham  Hospital 

Henderson,  N.  C. 

Young,  Lynnwood  H. 

Administrator 

Kershaw  County  Memorial  Hospital 

Camden,  S.  C. 
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